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sPRECKELS 


PEEFACE. 

This  small  volume  consists  of  a  series  of  notes  on  the 
growth  and  development  of  banking  in  this  comitry.  The 
author  has  endeavoured  to  shov7  how  the  deposit  of  money 
in  a  bank  has  developed  into  a  complex  system  of  finance, 
and  also  how  capital,  wielding  an  immense  power  in  the 
present  day,  is  largely  under  the  management  and  control 
of  our  great  banking  institutions.  The  study  of  banking 
is  of  great  importance  when  we  consider  how  dependent 
the  commercial  world  is  upon  the  existence  of  a  perfectly 
sound  system.  To  understand  the  why  and  wherefore  of 
credit,  which  forms  the  basis  of  banking,  is  an  essential 
study  for  those  who  have  adopted  it  as  their  profession. 

As  to  the  sequence  of  the  work  it  has  been  thought 
desirable,  in  the  first  place,  to  give  a  short  sketch  of  early 
banking  in  this  country,  and  then  as  an  outcome  of  the 
expansion  of  trade  to  show  its  connection  with  commerce. 
In  the  early  history  of  banking  the  subject  of  the  currency 
was  the  most  prominent  feature,  ind  therefore  it  has  been 
treated  separately. 

The  Bank  of  England  occupies  such  an  important 
position,  that  an  account  of  the  rise  and  progress  of 
that  institution  is  given.  The  subsequent  chapters 
consist  of  a  series  of  notes  on  the  history  of  English, 
Scotch,  and  Irish  Banks. 
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The  connection  between  commercial  crises  and  banking 
is  of  such  an  intimate  character  that  the  leading  incidents 
of  every  important  crisis  have  been  given. 

Modern  banking  is  so  dependent  upon  the  rate  of 
interest  which  determines  the  profits  of  banks  that  it  has 
been  considered  desirable  to  give  a  somewhat  lengthened 
account  of  the  causes  of  fluctuations  in  the  value  of 
money. 

The  concluding  chapters  are  devoted  to  incidents  of 
modern  practice,  such  as  cheques,  bills  of  exchange,  and 
the  opening  of  branch  offices. 

The  author  hopes  that  the  notes  may  be  of  some  value 
to  those  candidates  who  are  preparing  for  the  Institute 
of  Bankers'  Examinations. 

Keference  is  made  to  such  standard  works  as  Bagehot's 
Lombard  Street,  Professor  Jevons'  Moneij  and  Investiga- 
tions of  Currency  and  Finance,  Professor  Marshall's 
Principles  of  Economics,  and  Notes  on  Banking  by  Mr. 
Palgrave,  and  the  author  trusts  that  his  notes  may 
serve  as  an  introduction  to  such  excellent  manuals  of 
finance.  The  yearly  volumes  of  the  Institute  of  Bankers 
have  also  been  of  great  service,  as  they  form  almost  an 
encyclopaedia  of  banking. 
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^    BANKS   AND   BANKING. 

CHAPTEK  I. 

INTRODUCTION. 

The  study  of  banking  is  a  subject  of  great  interest,  be- 
cause the  prosperity  of  this  country  is  largely  dependent 
upon  the  stability  of  our  banking  system. 

We  might  almost  say  that  the  entire  capital  of  the 
country  finds  its  way  into  banks  in  order  to  be  utilised  for 
the  benefit  of  the  community.  For  example,  a  manu- 
facturer by  the  aid  of  borrowed  capital  obtained  from 
banks  is  able  to  produce  commodities  at  a  cheaper  rate, 
and  thus  benefit  society  at  large.  It  is  a  known  axiom  of 
political  economy  that  an  increase  of  production  is  a 
cheapening  process.  Our  modern  system  of  banking  has 
materially  increased  the  prosperity  of  this  country,  because 
no  country  in  the  world  has  the  same  financial  facilities 
as  we  have  for  carrying  on  trade.  Abolish  our  banking 
system,  and  we  should  find  it  difficult  to  compete  with 
other  countries  ;  we  should,  in  fact,  be  heavily  handicapped. 

Credit  is  the  basis  upon  which  our  trade  is  transacted. 
One  person  takes  a  cheque  from  another  because  he  be- 
lieves the  drawer  has  capital  at  his  bankers,  and  that  it 
will  be  paid  on  presentation.  This  system  of  credit  is 
of  comparatively  recent  origin,  and  it  has  been  the  means 
of  economising  the  use  of  the  precious  metals.  If  the 
cheque  system  was  abolished,  a  larger  amount  of  gold 
would  be  required  to  act  as  a  circulating  medium. 
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Gold  and  silver  must  be  bought  like  other  commodities, 
and  when  stored  in  banks  represent  capital  that  is  not 
required  for  the  moment. 

Our  banking  system  is  carried  on  with  a  very  small 
amount  of  the  precious  metals,  and  therefore  the  capital 
of  the  country  is  economised.  We  should  expect  to  find 
a  country  in  a  prosperous  condition  where  a  good  system 
of  banking  exists. 

English  banking  is  comparatively  modern.  Two  hun- 
dred and  twenty  years  ago  the  English  banker  was  a  gold- 
smith, and  also  advanced  money  upon  plate,  jewellery,  etc. 
The  Bank  of  England  was  not  in  existence,  the  date  of  its 
charter  being  27th  July,  1694,  and  joint-stock  banking  in 
England  was  also  unknown,  although  it  was  not  declared 
illegal  until  the  renewal  of  the  Bank  Charter  in  1708. 

At  an  earher  period  the  business  of  money  lending  was 
carried  on  by  the  Jews.  They  lent  money  at  a  very  high 
rate  of  interest,  although  a  law  passed  in  the  reign  of 
Edward  the  Confessor  prohibited  usury. 

However,  we  find  that  in  the  year  1199  the  rate  of 
interest  was  fixed  by  law  at  10  per  cent.,  and  this  appears 
to  have  been  the  rate  until  the  reign  of  Henry  VIII.  It 
is  stated  that  the  Jews  at  Oxford  during  the  reigns  of 
Henry  III.  and  Edward  I.  were  in  the  habit  of  extracting 
45  per  cent,  from  the  students.  The  matter  was  taken 
up  by  the  legislature,  and  Henry  HI.  granted  a  charter  by 
which  they  were  only  to  receive  interest  at  the  rate  of  2d. 
in  the  £  weekly.  Money  so  obtained  from  the  Jews  did 
not  benefit  the  trade  of  the  country,  but  only  of  individuals 
who  were  in  pecuniary  difficulties. 

The  Jews  were  thoroughly  hated  for  the  manner  in 
which  they  transacted  business,  and  consequently  were 
expelled  from  England  in  the  year  1290,  and  were  not 
readmitted  until  the  time  of  Oliver  Cromwell. 
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The  Lombards  were  also  money  lenders,  and  settled  in 
this  country  at  an  early  period  from  Genoa,  Venice,  Lucca, 
and  Florence.  They  lent  large  sums  of  money  to  different 
governments,  for  which,  like  the  Jews,  they  charged  an 
exorbitant  rate  of  interest.  Edward  III.  borrowed  5000 
marks  from  them,  for  which  he  paid  7000  marks. 

Besides  the  Jews  and  Lombards  there  was  another 
class  who  were  originally  dealers  in  gold  and  silver 
bullion,  but  who  became  subsequently  bankers.  These 
men  were  called  goldsmiths,  and  possessed  considerable 
wealth.  Mr.  Price  in  his  Handbook  of  London  Bankers 
gives  a  very  interesting  account  of  these  early  goldsmiths 
and  money  lenders. 

Amongst  the  early  goldsmiths  we  have  Otto,  in  the 
reign  of  William  I.,  and  later  Henry  Fitz  Alwin  Fitz 
Leofstane,  who  was  Lord  Mayor  of  London  for  twenty- 
four  years  from  1189  to  1218.  In  the  reign  of  Henry  III. 
we  meet  with  three  goldsmiths,  viz.,  Thomas  de  Frowick, 
Warden  of  the  Goldsmiths  Company  in  1270,  and  Alderman 
of  Cheap  Ward  in  1279;  Wilham  de  Gloucester,  Keeper  of 
the  Dies  in  1255 ;  and  William,  the  King's  Goldsmith, 
Master  of  the  Mint  in  1258.  The  names  of  seven  gold- 
smiths are  recorded  between  the  years  1327  and  1377. 

In  1566  the  Court  books  of  the  Goldsmiths  Company 
show  that  out  of  107,  no  less  than  76  of  them  resided  in 
"  Chepe";  the  remaining  31  resided  in  "  Lumberde  Street ". 
It  was  during  the  Commonwealth  that  the  goldsmiths 
began  to  assume  the  character  of  bankers.  Many  persons 
left  their  money  with  the  goldsmiths  for  safe  keeping,  and 
in  return  the  goldsmiths  gave  receipts  or  cash  notes  for 
the  same,  payable  on  demand.  These  receipts  passed 
from  hand  to  hand,  and  were  called  goldsmiths'  notes.  At 
a  later  period  the  goldsmiths  deposited  their  money  with 
the  Government. 
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There  was  a  feeling  of  insecurity  during  the  Civil  War, 
and  therefore  money  kept  in  large  iron  chests  was  removed 
to  places  of  safety. 

The  chief  investments  for  capital  were  land  and  cattle. 

It  is  stated  in  the  Verney  memoirs  that  on  the  death  of 
Lady  Verney  in  1641,  she  directs  by  her  will  that  certain 
sums  of  money  should  be  taken  from  her  red  box  and 
distributed  amongst  her  relatives. 

During  the  same  period  we  have  several  noblemen 
stating  that  their  capital  consisted  principally  of  live  stock 
on  their  estates. 

Charles  II.,  being  in  want  of  money,  closed  the  Ex- 
chequer, and  all  payments  to  bankers  who  had  deposited 
money  in  that  place  were  suspended.  The  goldsmiths 
had  at  that  time  £1,328,526  on  deposit,  and  the  loss  of 
this  large  sum  naturally  brought  ruin  upon  them  and 
their  customers.  It  was  not  until  five  years  after  that 
the  king  caused  letters  patent  to  be  granted  to  the  gold- 
smiths covenanting  to  pay  6  per  cent,  per  annum,  but 
even  this  was  discontinued  in  1683. 

The  number  of  goldsmiths  or  bankers  that  were  in 
existence  at  the  end  of  the  seventeenth  century  amounted 
to  about  70  or  80,  and  at  the  end  of  another  100  years 
they  had  not  increased.  In  the  year  1801  there  were  68 
private  bankers  in  London. 

Many  of  the  goldsmiths  whose  names  we  find  recorded 
in  the  Little  London  Directory  still  exist  as  bankers  of 
the  present  day.  Of  these  we  have  Messrs.  Hoare  &  Co., 
descended  from  James  Hore  or  Hoare,  a  goldsmith  keep- 
ing running  cashes  at  the  Golden  Bottle  in  Cheapside, 
1677  ;  Messrs.  Child  &  Co.,  descended  from  Messrs. 
Blanchard  &  Child  of  "  Ye  Marygold  " ;  Messrs.  Martin  & 
Co.,  descended  from  Charles  Duncombe  and  Eichard  Kent 
of  "  Ye  Grasshopper,"  in  Lombard   Street ;   and  Messrs. 
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Barnett  &  Co.,  descended  from  Humphry  Stocks  of  the 
"  Black  Horse  "  in  Lombard  Street,  but  now  amalgamated 
with  Lloyds  Bank. 

The  London  bankers  met  with  a  serious  rival  in  the 
year  1694,  when  the  Bank  of  England  was  founded  to 
carry  on  the  business  of  banking.  This  institution  three 
years  later  obtained  the  exclusive  privilege  of  joint-stock 
banking.  It  was  enacted  "  That  during  the  continuance 
of  the  said  corporation  of  the  Governor  and  Company  of 
the  Bank  of  England,  it  shall  not  be  lawful  for  any  body 
politic  or  corporate  whatsoever  erected  or  to  be  erected 
(other  than  the  said  Governor  and  Company  of  the  Bank 
of  England),  or  for  any  other  persons  whatsoever  united 
or  to  be  united  in  covenant  or  partnership  exceeding  the 
number  of  six  persons  in  that  part  of  Great  Britain  called 
England,  to  borrow,  owe,  or  take  up  any  sum  or  sums  of 
money  on  their  bills  or  notes  payable  at  demand,  or  at 
any  less  time  than  six  months  from  the  borrowing 
thereof". 

Very  little  is  known  with  respect  to  the  country  bankers. 
It  is  supposed  that  very  few  existed  prior  to  the  American 
War,  but  after  the  termination  of  that  war  they  increased 
very  rapidly.  In  the  year  1797  there  were  270  bankers 
carrying  on  business  in  the  country.  Unfortunately  the 
country  bankers  did  not  possess  the  wealth  of  their  Lon- 
don brethren.  They  issued  notes,  and  at  times  did  not 
have  sufficient  capital  to  pay  them  on  demand. 

It  is  stated  that  "  multitudes  of  miserable  shopkeepers 
in  the  country,  grocers,  tailors,  drapers,  started  up  like 
mushrooms  and  turned  bankers.  They  issued  notes  and 
inundated  the  country  with  their  miserable  rags."  Burke 
says  that  when  he  came  to  England  in  1750  there  were 
not  12  bankers  out  of  London,  but  in  1793  there  were 
nearly  400.     This  number  was  reduced  by  the  crisis  of 
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1797  to  270.  Of  the  country  bankers  now  in  existence,  the 
names  of  61  appeared  in  the  Post  Office  London  Directory 
of  1803. 

The  London  bankers  ceased  to  issue  notes  at  an  early 
period,  and  found  it  advantageous  to  keep  Bank  of  England 
notes  as  till  money. 

In  reviewing  this  period  of  English  banking  we  find 
that  it  made  very  little  progress.  The  trade  of  the  country 
was  not  sufficiently  developed  to  require  much  capital. 
If  it  had  increased  very  rapidly,  perhaps  the  monopoly  of 
joint-stock  banking  given  to  the  Bank  of  England  would 
have  been  removed  at  an  earlier  date.  The  profit  of  the 
bankers  during  this  period  was  chiefly  obtained  by  the 
issue  of  bank  notes. 


CHAPTEK  II. 

BANKING  AND  COMMERCE. 

Banking  is  intimately  connected  with  the  trade  of  this 
country,  and  it  is  important  to  show  that  such  is  the  case. 
If  the  trade  of  the  country  had  not  progressed,  banking 
would  not  have  attained  its  present  position.  The  rapid 
growth  of  English  trade  during  the  present  century  is 
shown  by  the  enormous  increase  in  the  imports  and  ex- 
ports, in  the  revenue,  and  also  by  the  great  number  of 
ships  built  to  carry  produce  to  and  from  this  country. 

The  abolition  of  certain  laws  enabled  the  merchant  to 
send  his  goods  to  foreign  countries  without  paying  ex- 
cessive duties,  and  when  this  country  adopted  the  prin- 
ciples of  free  trade  a  remarkable  stimulus  was  given  to 
British  industries. 

In  the  year  1820  the  London  merchants  petitioned  for 
free  trade.  Now,  the  function  of  trade  is  to  supply  other 
countries  with  goods  which  they  require.  When  the 
trade  of  a  country  is  limited,  the  economy  of  production 
is  also  limited ;  but  when  the  interchange  of  commodities 
between  different  countries  is  allowed  without  any  re- 
strictions, then  those  countries  will  become  prosperous. 
Each  country  is  dependent  upon  another  for  commodities. 
One  will  devote  its  energies  to  one  industry,  say  the  pro- 
duction of  corn  ;  and  another  will  manufacture  machinery 
for  the  use  of  the  corn-growing  country.  We  also  get  a 
full  division  of  labour,  if  countries  are  not  restricted  by 
laws  which  prevent  it. 
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These  are  the  best  arguments  in  favour  of  free  trade. 

Free  banking  was  also  required,  and  consequently  in 
the  year  1826  it  was  enacted  that  joint-stock  companies 
might  be  formed  for  the  purposes  of  banking.  Now,  it  is 
important  to  notice  the  want  of  more  banking  facilities 
consequent  on  the  rapid  growth  of  English  commerce. 
The  amendment  of  the  laws  relating  to  public  companies, 
and  known  as  the  Limited  Liability  Acts,  was  the  cause 
of  the  formation  of  a  large  number  of  companies  for 
various  purposes,  although  at  the  present  time  it  is 
thought  that  certain  alterations  are  required.  Banking 
and  insurance  companies  were  not  allowed  to  be  formed 
on  this  principle  until  the  year  1862,  when  it  was  enacted 
that  any  seven  or  more  persons  associated  for  any  lawful 
purpose  by  subscribing  a  memorandum  of  association  might 
constitute  themselves  a  limited  or  unlimited  company. 

The  abolition  of  the  usury  laws  was  another  gain  to 
banking  and  commerce.  The  Act  of  1833  repealed  the 
usury  laws  with  regard  to  bills  of  exchange  of  three 
months  and  under.  In  the  year  1837  this  was  extended 
to  bills  of  twelve  months  and  under,  and  in  1839  it  was 
lawful  to  stipulate  for  any  rate  of  interest  upon  which 
the  parties  might  agree  as  to  all  personal  contracts,  but 
made  an  exception  as  to  real  securities.  The  usury  laws 
were  abolished  entirely  in  the  year  1854. 

The  tax  on  receipts  was  reduced  to  Id.  in  1853,  and  in 
1854  the  stamp  duties  on  bills  of  exchange  were  reduced. 
The  payment  of  custom  duties  by  cheques,  instead  of  by 
gold  and  notes,  was  of  some  importance  to  the  bankers, 
because  it  lessened  their  gold  requirements.  We  must 
always  remember  that  the  state  of  trade  in  this  country 
is  a  question  of  vital  importance  to  the  banking  institu- 
tions. The  amount  of  capital  held  at  the  disposal  of  a 
banker  will  vary  with  the  prosperity  of  the  country.     He 
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does  not  create  capital,  because  his  resources  are  ob- 
tained from  those  who  deposit  their  capital  with  him. 
We  might  consider  him  as  a  broker  between  two  prin- 
cipals :  one  deposits  capital  with  him  and  he  lends  it  to 
another  whose  solvency  he  guarantees.  His  position  is, 
therefore,  an  important  one,  because  he  selects  the 
borrower,  and  whether  capital  is  utilised  for  a  good  pur- 
pose or  sunk  in  unprofitable  enterprises  is  dependent 
upon  his  ability  to  discera  between  a  sound  and  an  un- 
sound borrower.  The  banker  has  also  to  discriminate 
between  the  mere  speculator  and  the  bond  fide  business 
man. 

The  rapid  growth  of  trade  required  plenty  of  capital, 
and  this  could  only  be  obtained  through  the  medium  of 
banks,  which  have  become  the  great  store-houses  of 
capital.  All  the  surplus  money,  say,  of  the  agricultural 
districts,  finds  its  way  through  the  medium  of  banks  into 
manufacturing  districts  where  it  can  be  utilised.  When 
an  industry  is  prosperous  then  bills  of  exchange  repre- 
senting transactions  in  that  particular  trade  will  be  held 
by  banks  as  security  or  otherwise.  If  the  trade  of  any 
industry  suddenly  becomes  bad,  then  there  will  be  less 
bills  representing  it.  Capital  which  has  been  utilised 
in  that  particular  industry  will  find  its  way  to  some  other 
trade  in  a  more  prosperous  condition.  The  advantage  of 
this  large  floating  capital  stored  up  in  banks  cannot  be 
over-estimated,  because  without  it  we  should  not  be  in 
such  a  good  position  to  compete  with  other  nations  or 
be  able  to  carry  on  the  production  of  commodities  so 
extensively. 

One  of  the  chief  reasons  why  our  trade  is  so  great  is 
that  there  exists  a  great  abundance  of  floating  capital, 
which  can  be  obtained  from  the  bankers  at  a  low  rate  of 
interest.     We  can  easily  see  how  the  banker  is  dependent 


10  BANKS  AND   BANKING. 

upon  the  trade  of  the  country  for  capital  to  carry  on  his 
business.  If  trade  is  bad,  then  there  will  be  little  accumu- 
lation of  money  in  banks,  but  if  good,  then  the  capital  in 
banks  will  be  increased.  Sometimes,  however,  the  banks 
may  have  an  accumulation  of  capital,  but  in  consequence 
of  depressed  trade  their  is  no  demand  for  it. 

Another  important  point  to  be  noticed  in  connection 
with  commerce  and  banking  is  the  mode  of  carrying  on 
business  in  the  present  day.  We  might  say  that  modern 
trade  is  transacted  by  means  of  borrowed  capital.  A 
man  of  ability  can,  as  a  rale,  obtain  accommodation  from 
his  banker,  who  will  discount  his  bills.  Thus,  the 
capital  of  a  trader  may  only  amount  to  £2000  or  £3000, 
yet  his  transactions  would  be  far  in  excess  of  that  amount. 

The  trader  carries  on  business  in  the  present  day 
either  by  obtaining  advances  on  the  goods  bought  or  by 
discounting  bills  received  for  goods  sold.  The  difference 
between  cost  of  production  and  the  interest  paid  to  the 
banker  would  constitute  his  profit.  This  method  of 
transacting  business  is,  however,  quite  of  recent  origin, 
because  years  ago  it  was  not  deemed  prudent  to  trade  by 
means  of  borrowed  capital. 

The  connection  between  the  foreign  trade  of  this 
country  and  banking  has  been  considered  by  various 
committees  of  the  House  of  Commons  at  different  inter- 
vals, from  1800  to  1847. 

The  results  of  foreign  trade  are  shown  by  the  foreign 
exchanges  or  the  settling  of  accounts  between  different 
nations.  By  this  means  the  difference  in  value  between 
the  imports  and  exports  is  paid.  There  are  also  other 
payments  to  be  made  for  public  loans,  investments,  etc., 
to  foreign  countries.  The  excess  or  balance  either  for  or 
against  this  country  must  be  paid  in  gold,  the  only  com- 
modity which  will  settle  international  indebtedness. 
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CHAPTEK  III. 

THE  CUBRENCY. 

It  has  been  considered  desirable  to  give  a  separate  account 
of  the  note  issues  of  this  country,  because  at  the  com- 
mencement of  the  present  century  banking  profits  were 
to  a  great  extent  dependent  upon  the  amount  of  notes 
which  a  bank  could  issue. 

The  subject  of  the  currency  was  also  the  most  prominent 
feature  in  the  history  of  banking  until  some  time  after 
the  passing  of  the  famous  Act  of  1844. 

In  the  early  history  of  banking  many  erroneous  ideas 
were  held  in  consequence  of  the  question  of  the  currency 
being  interwoven  with  the  former  subject.  It  was  thought 
at  one  time  that  the  currency  laws  were  really  the  cause 
of  the  commercial  disasters  which  have  occurred  in  this 
country  at  stated  intervals.  Now,  it  is  quite  clear  that 
loss  of  capital  is  not  in  any  way  connected  with  the 
question  of  bank  notes,  but  unfortunately  these  two  ques- 
tions have  been  mixed  together  in  a  very  confused  manner. 
No  doubt  many  of  the  early  bankers  lent  their  notes  to 
unsound  borrowers,  and  by  this  means  great  disasters  took 
place ;  but  loss  of  capital  was  quite  another  matter. 

At  various  times  there  has  been  too  much  capital  con- 
verted from  floating  into  fixed.  We  have  already  referred 
to  floating  capital  as  that  which  a  banker  lends  to  his 
customer.  If,  for  example,  capital  is  utilised  in  con- 
structing a  railway,  we  should  call  it  fixed,  because  a  great 
number  of  years  would  elapse  before  the  capital  was  re- 
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produced.  When  this  takes  place  no  alteration  in  the 
currency  laws  can  alter  the  condition  of  capital.  Many 
early  writers  said :  Give  us  more  notes,  and  then  all  these 
panics,  etc.,  will  disappear ;  but  the  nation  during  periods 
of  financial  distress  does  not  require  more  notes,  but  capi- 
tal. It  is  therefore  important  to  recognise  that  gold  and 
bank  notes  are  only  mere  machinery  required  for  a  certain 
purpose.  If  notes  and  gold  were  abolished,  other  means 
or  tools,  as  Professor  Price  designates  bank  notes,  would 
be  found  to  carry  on  the  interchange  of  commodities. 

Prior  to  the  passing  of  the  Bank  Act  of  1844  bank  notes 
had  been  at  various  periods  below  their  par  value.  This 
was  seen  from  the  price  of  gold.  In  September,  1799, 
gold  was  MS  17s.  6d.  per  oz.,  but  in  June,  1800,  the  price 
of  gold  rose  to  £4  5s.  per  oz.  Now  this  was  due  to 
the  inconvertible  bank  notes  in  circulation. 

The  following  table  shows  the  depreciation  : — 

Real  value  of  bank  note. 

1st  September,  1797,  to  IQth  October,  1798        .         .  £10    0 

13th  April,  1804,  to  15th  October,  1805      .         .         .  0  19     6 

9th  October,  1810 0  18     4 

12th  February,  1811 0  16  11 

26th  March,  1811 0  16    3 

25th  October,  1811 0  15  11 

2nd  October,  1812 0  14     5 

22nd  January,  1813 0  15    0 

6th  August,  1813 0  14     2 

Whenever  there  is  a  fall  in  the  value  of  bank  notes  in 
comparison  with  gold,  it  shows  that  there  is  an  excess  of 
paper  money  in  circulation. 

The  country  bankers  supported  all  kinds  of  wild  specula- 
tion by  lending  these  inconvertible  notes,  and  when  called 
upon  to  pay  them  they  were  unable  to  do  so.  In  the 
panic  of  1793,  out  of  400  country  banks  no  less  than  100 
stopped  payment,  and  the  remaining  300  were  much 
shaken. 
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During  the  years  1814-1817  eighty-nine  country  banks 
suspended  payment,  and  in  the  year  1825  no  less  than 
seventy-three  acted  in  the  same  manner.  The  country 
bankers  could  at  this  particular  time  discharge  their  lia- 
bilities by  means  of  Bank  of  England  notes,  which  were 
then  at  a  discount,  but  were  nevertheless  a  legal  tender. 

These  great  disasters  called  for  some  remedy.  Many 
committees,  both  of  the  House  of  Lords  and  Commons, 
were  appointed  to  inquire  into  the  state  of  the  currency. 
Most  of  the  evils  that  had  arisen  were  due  to  the  sus- 
pension of  cash  payments  by  the  Bank  of  England  in  the 
year  1797.  The  Bullion  Committee  of  1810  examined 
many  witnesses  in  order  to  find  out  the  cause  of  these 
disasters.  One  party  stated  that  the  bank  notes  were 
depreciated,  and  that  the  difference  between  the  market 
price  and  the  mint  price  of  gold  was  the  measure  of  the 
depreciation. 

The  other  party  asserted  that  the  notes  were  not  de- 
preciated, but  that  the  price  of  gold  had  risen.  The 
Committee,  however,  came  to  the  conclusion  that  the 
suspension  of  cash  payments  by  the  Bank  of  England 
had  caused  the  depreciation  of  the  paper,  and  that  the 
sooner  the  Bank  returned  to  paying  its  notes  in  gold 
the  better  it  would  be  for  the  country. 

It  seems  hardly  credible  that  such  a  simple  question 
should  have  been  disputed.  Whenever  a  note  cannot  be 
converted  into  gold  on  demand,  it  must  depreciate  in 
value.  If  the  holder  of  an  inconvertible  note  wishes  to 
purchase  goods,  and  tenders  his  note  for  payment,  the 
seller  might  accept  it,  but  only  at  a  discount.  Thus 
goods  are  valued  at  a  higher  price  when  notes  are  incon- 
vertible. One  of  the  disadvantages  of  an  inconvertible 
paper  currency  is  that  •  it  causes  great  fluctuations  in 
prices.     Bank  notes  in  the  present  day  are  worth  their 
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face  value,  because  it  is  known  that  gold  can  be  obtained 
in  exchange  for  them. 

The  Kestriction  Act  prevented  the  Bank  from  cashing 
its  notes  in  gold,  and  was  passed  because  the  Government 
of  the  day  were  afraid  that  all  the  gold  would  leave  the 
country.  Thus,  in  the  years  preceding  1819,  the  Bank 
was  frequently  ready  and  anxious  to  pay  in  gold. 

The  evil  results  of  this  restriction,  which  was  the  cause 
of  depreciated  bank  notes,  were  at  last  seen,  and  an  Act 
of  Parliament  was  passed  making  it  compulsory  on  the 
part  of  the  Bank  of  England  and  the  country  bankers  to 
pay  their  notes  on  demand. 

The  Bank  Restriction  Act  was  continued  absolutely 
from  5th  July,  1819,  to  1st  February,  1820,  when  the 
Bank  was  permitted  to  pay  notes  in  gold  as  follows, 
viz.  : — 

(1)  Between  1st  February  and  1st  October,  1820,  the 
Bank  was  required  to  pay  its  notes  in  gold  bullion  of 
standard  fineness  at  the  rate  of  £4  Is.  per  oz.,  but  only 
notes  of  the  value  or  price  of  60  ozs.  of  gold  could  be 
exchanged. 

(2)  Between  1st  October,  1820,  and  1st  May,  1821,  the 
Bank  was  required  to  pay  its  notes  in  gold  bullion  at  the 
rate  of  £3  19s.  6d.  per  oz. 

(3)  Between  1st  May,  1821,  and  1st  May,  1823,  the 
Bank  was  to  pay  in  gold  bullion  upon  the  same  plan  at 
the  rate  of  £3  17s.  10|d.  per  oz.,  which  was  the  Mint 
price  of  gold. 

(4)  From  1st  May,  1823,  the  Bank  was  to  pay  its  note& 
in  the  gold  coin  of  the  realm. 

(5)  Finally,  all  the  laws  which  restrained  the  exporta- 
tion of  gold  were  abolished,  and  it  was  allowed  to  be 
exported  or  melted  without  incurring  any  liability. 

The  Bank  of  England  commenced  paying  off  its  notes 
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under  £5  in  1821,  and  the  country  bankers  were  allowed 
to  issue  notes  under  £5  until  1833.  The  Kestriction  Act 
mentions  the  price  of  gold  as  £3  17s.  10|d.  per  oz. 

Now,  as  this  concerns  the  metallic  currency  of  the 
country,  perhaps  it  will  be  more  convenient  to  consider 
the  relation  of  banking  to  this  subject  at  once,  before 
stating  the  still  greater  changes  in  the  paper  currency. 

In  the  year  1816  it  was  enacted  that  gold  alone  should 
be  the  legal  standard  of  value,  and  that  silver  should  be 
the  legal  tender  of  value  to  the  extent  of  40s.  only.  From 
the  reign  of  William  I.  to  that  of  Henry  III.  we  had  in 
this  country  a  silver  currency.  Gold  coins  were  then 
gradually  introduced  as  the  wealth  of  the  country  in- 
creased. The  value  of  the  guinea  was  fixed  at  21s.  in  the 
year  1717,  but  the  sovereign  took  its  place  on  1st  July,  1817. 

The  weight  of  the  English  sovereign  is  123*27447  grains 
of  English  standard  gold,  there  being  1  part  of  alloy  to  11 
parts  of  fine  gold.  From  the  weight  of  the  sovereign  we 
get  the  Mint  price  of  gold,  viz.,  £S  17s.  10|d.  per  oz. 

The  Mint  cannot  issue  a  coin  of  less  weight  than 
123*074  grains,  or  of  a  greater  weight  than  123 "474  grains. 

The  quantity  of  gold  which  the  nation  ought  to  have  in 
reserve  to  meet  sudden  demands  is  a  question  of  con- 
siderable difficulty. 

Bronze  coin  is  only  a  legal  tender  for  Is. ;  country  bank 
notes  are  not  a  legal  tender. 

The  late  Mr.  Bagehot  advocated  the  keeping  of  a  large 
reserve  of  gold  by  the  Bank  of  England.  He  showed  that 
the  Bank  is  now  the  only  place  where  gold  can  be  ob- 
tained in  large  quantities  to  meet  any  sudden  demand. 
All  the  surplus  gold  coming  into  the  country  finds  its  way 
into  the  vaults  of  that  institution,  because  the  other 
bankers  do  not  keep  any  appreciable  reserve  of  the 
metal.      The   London   bankers  can   always   obtain    gold 
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from  the  Bank  of  England,  because  they  keep  banking 
accounts  with  that  institution. 

The  Bank  of  England  is  thus  called  upon  to  meet  the 
requirements  of  the  United  Kingdom,  and  also  to  settle 
the  differences  of  international  trade.  Whenever  we 
experience  a  bad  harvest  there  is  generally  a  sudden  drain 
of  gold  to  pay  for  foreign  corn  to  make  up  the  deficiency 
of  our  harvest.  All  the  spare  money  of  the  country 
bankers  and  of  the  Irish  and  Scotch  banks  is  sent  to 
London.  This  money  is  lodged  with  their  London 
agents,  who  keep  their  cash  reserves  with  the  Bank  of 
England,  and  consequently  the  latter  institution  becomes 
the  final  cash  reserve  of  the  country. 

It  has  been  stated  that  the  bankers'  balances  at  the 
Bank  of  England  ought  not  to  be  utilised  in  the  same 
manner  as  ordinary  deposits  by  that  institution,  because 
of  this  system. 

The  following  table  shows  the  metallic  reserve  of  the 
Bank  of  England  from  the  year  1850  : — 

1850=15,500,000 
1855  =  11,000,000 
1860  =  13,000,000 
1865  =  14,000,000 
1870  =  23,000,000 
1872  =  24,000,000 

1874  =  21,500,000 

1875  =  22,000,000 
1880  =  27,663,000 
1885  =  24,173,000 
1890  =  21,818,000 
1895  =  35,645,000 

Mr.  Jevons  stated  in  1875  that  the  metalHc  circulation 
was  as  follows,  viz.  : — 

Gold  coin  in  circulation  =  100  millions. 

Bullion  in  the  Bank  of  England  =   15         ,, 
Silver  =15 

Bronze  =     1^       ,, 

£131i  millions. 
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Although  Mr.  Bagehot  insisted  upon  a  large  cash 
reserve,  we  must  remember  that  the  country  only  requires 
enough  gold  to  interchange  commodities,  etc.  If  ever 
there  exists  a  v^ant  for  the  circulating  medium,  it  can,  as 
a  rule,  be  obtained  by  raising  the  rate  of  interest,  and 
thereby  attracting  gold  from  abroad. 

Another  remedy  may  be  found  in  a  greater  use  of 
cheques  for  small  amounts,  temporarily,  until  we  obtained 
our  usual  reserve  of  gold. 

Sir  John  Lubbock  has  shown  that  gold  is  very  little 
used  in  comparison  with  cheques.  A  sum  of  £19,000,000 
paid  into  the  Bank  was  made  up  as  follows : — 

Cheques  and  bills £18,395,000 

Notes 487,000 

Coin 118,000 

£19,000,000 

Thus  the  cash  was  only  3  per  cent,  and  the  coin  only 
J  per  cent,  of  the  total  transactions. 

If  we  compare  the  metallic  circulation  of  the  country 
with  the  note  circulation,  we  find  that  the  former  has 
increased  rapidly  in  comparison  with  the  latter. 

1819  note  circulation,  England  and  Wales    .  £40,000,000 
1870  ,,  „  .    30,000,000 

Less  ....  £10,000,000 
1819  metallic  circulation  ....  £10,000,000 
1870  „  ....  105,000,000 

More     ....  £95,000,000 

In  the  year  1844  the  gold  circulation  was  £36,000,000 
and  the  note  circulation  £37,000,000,  the  notes  therefore 
being  shghtly  in  excess. 

The   use   of   cheques   has   increased   to   an   enormous 

extent  in  recent  years  :    for  example,  in   the   year   1844 

the  Clearing  House  returns  were  equal  to  40  times  the 

note  circulation,  in   the   year   1872   the   returns   of  the 

Clearing  House   were   135   times  more.     This  tends  to 
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show  that  a  less  amount  of  gold  is  now  required  in  conse- 
quence of  its  being  superseded  by  cheques,  combined  with 
other  economical  methods  such  as  the  use  of  telegraphic 
transfers.  Again,  the  greater  rapidity  in  the  circulation 
of  money  tends  to  lessen  the  amount  of  coin  required. 
We  must  always  consider  gold  as  a  tool  required  to  do 
certain  work  in  the  interchanging  of  goods.  At  present  it 
is  the  best  metal  because  of  its  great  value,  but  if  large 
quantities  were  found  it  would,  like  silver,  depreciate  in 
value.  This  depreciation  might  so  increase  that  it  would 
be  the  means  of  raising  the  value  of  other  commodities 
measured  by  gold. 

The  country  is  not  benefited  by  the  import  of  large 
quantities  of  gold,  unless  required  for  the  purpose  of 
circulation.  If  there  is  a  very  large  amount  at  the  Bank 
of  England,  it  shows  that  there  is  very  little  demand  for 
capital. 

Of  course  it  is  very  important  that  the  Bank  of  England 
notes  should  always  be  convertible  into  gold,  and  for  this 
reason  a  fair  reserve  is  necessary ;  but  it  must  be  re- 
membered that  the  Bank  has  never  been  called  upon  to 
discharge  its  liabilities  on  notes,  even  at  the  most  critical 
periods  in  the  history  of  banking. 

With  these  few  remarks  upon  the  gold  currency  we  will 
now  return  to  our  former  subject,  viz.,  the  note  circulation. 

On  the  19th  June,  1828,  an  Act  was  passed  which 
enabled  bankers  in  England  to  issue  certain  unstamped 
promissory  notes  and  bills  of  exchange  upon  payment  of 
a  composition  in  lieu  of  the  Stamp  duties  thereon.  The 
object  of  this  Act  was  chiefly  to  give  country  bankers  the 
same  advantages  in  respect  of  drafts  as  were  granted  to 
the  branches  of  the  Bank  of  England.  In  the  following 
month  of  the  same  year  notes  under  £5  were  forbidden 
under  certain  penalties.     In  the  year  1832  a  Committee 
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of  the  House  of  Commons  discussed  the  question  of  the 
paper  currency  under  the  following  sections  : — 

(1)  Whether  the  paper  circulation  of  the  Metropolis 
should  be  confined  to  the  issue  of  one  bank,  or  whether 
there  should  be  a  competition  of  different  banks  of  issue 
with  an  unlimited  number  of  partners. 

(2)  Whether  the  note  circulation  of  the  country  should 
be  confined  to  one  bank. 

(3)  What  check  should  be  provided  to  secure  for  the 
pubhc  a  proper  management  of  the  banks  of  issue,  and 
especially  whether  it  would  be  expedient  and  safe  to 
compel  them  periodically  to  pubhsh  their  accounts. 

The  Committee  did  not  draw  up  any  report  on  these 
points,  but  from  that  time  the  Bank  of  England  pubhshed 
a  weekly  statement  of  its  accounts. 

The  crisis  of  1836  brought  the  question  of  the  currency 
again  before  the  country.  Lord  Overstone  stated  that  it 
was  time  the  banking  functions  and  the  management  of 
the  currency  should  be  separated. 

In  the  year  1840  a  Committee  was  again  appointed  to 
consider  the  effect  of  the  paper  currency  on  the  country. 
Perhaps  it  will  be  as  well  to  state  the  different  opinions 
expressed  upon  this  question  prior  to  the  passing  of  the 
famous  Act  of  1844. 

Lord  Overstone  and  Sir  Kobert  Peel  represented  one 
party  and  Mr.  Tooke  and  Mr.  Fullarton  the  other. 

Lord  Overstone  and  Sir  Robert  Peel  held : — 

(1)  That  the  amount  of  circulating  medium  may  be 
greater  or  less  than  is  properly  required  for  the  trans- 
action of  the  current  business  of  the  community,  and 
that  where  greater  it  tends  by  the  excess  to  make  the  use 
of  the  circulating  medium  too  cheap. 

(2)  As  prices  are  measured  by  the  circulating  medium 
it  enhances  their  price. 
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(3)  That  such  enhancement,  by  reducing  exports  and 
stimulating  imports,  turns  the  foreign  exchanges  against 
us  and  leads  to  a  drain  of  bulHon. 

(4)  If  the  circulating  medium  be  too  low  the  opposite 
effect  is  produced  in  favourable  exchanges  and  an  influx 
of  bullion. 

(5)  The  principal  cause  of  an  undue  expansion  of  the 
circulating  medium  is  due  to  a  too  large  amount  of  bank 
notes  payable  on  demand. 

(6)  Issuers  of  notes  can  regulate  at  will  the  amount  of 
them  in  circulation. 

(7)  If  notes  are  kept  in  proper  proportion  to  the  buUion 
the  amount  of  the  circulating  medium  will  be  prevented 
from  becoming  greater  than  it  should  be,  and  the  mischief 
held  to  arise  will  be  avoided. 

Mr.  Tooke  and  Mr.  Fullarton  held : — 

(1)  That  no  greater  amount  of  gold  or  notes  is  in 
circulation  than  is  required  by  the  current  transactions 
of  the  country.  If  there  is  more  it  is  hoarded  up  by  the 
bankers. 

(2)  That  while  a  large  portion  of  the  circulating 
medium  is  dependent  solely  upon  the  credit  of  its  issuers, 
its  extensions  can  in  part  only  be  limited  by  the  state  of 
that  credit  on  one  hand  and  by  the  aggregate  demand  of 
those  who  are  willing  to  pay  for  its  use  on  the  other. 

(3)  That  while  there  is  a  large  fund  of  deposits  in  the 
banks  issuing,  a  banker  cannot  affect  the  aggregate  amount 
of  circulating  medium  by  issuing  or  withdrawing  notes. 

(4)  A  restriction  of  notes  must  be  ineffectual,  because 
bank  notes  only  represent  one  portion  of  the  addition 
made  by  the  operation  of  bankers. 

(5)  That  the  true  measure  of  the  voluntary  addition 
made  by  a  banker  is  to  be  found  in  the  terms  upon  which 
he  makes  his  advances. 
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(6)  That  any  attempt  to  control  the  issuing  banker  by- 
law would  be  in  fact  an  attempt  to  fix  the  price  of  the  use 
of  money. 

These  different  opinions  show  that  the  subject  of  the 
currency  was  not  clearly  understood. 

After  the  passing  of  the  Act  of  1844,  great  disappoint- 
ment was  felt,  because  the  great  changes  which  it  was 
supposed  to  accomphsh  did  not  take  place. 

No  doubt  the  Act  was  good  in  some  particulars.  For 
example  the  convertibility  of  the  note  was  secured,  but 
commercial  crises,  panics,  drains  of  gold,  large  issues  of 
notes,  and  high  rates  of  interest  were  as  frequent  after 
the  year  1844  as  they  were  previous  to  the  passing  of  the 
Act. 

The  gradual  extinction  of  the  country  bank  issues  was 
one  of  the  objects  intended  by  the  framers  of  the  Act, 
and  it  will  be  seen  that  the  provincial  circulation  of  notes 
has  gradually  diminished ;  but  whether  this  was  advisable 
or  not  is  a  question  that  has  been  much  disputed. 

The  failure  of  many  banks  of  issue  was  the  chief  reason 
why  the  Government  by  this  Act  intended  to  exercise 
some  control  over  the  note  circulation.  One  of  the 
popular  errors  with  regard  to  paper  money  was  that  a 
banker  could  issue  to  an  unlimited  extent.  Now  the 
number  of  notes  issued  depends  entirely  upon  the  wants 
of  the  people.  The  banker  cannot  make  his  customers 
take  notes,  although  he  might  be  desirous  of  circulating  a 
large  number. 

Again,  the  Bank  of  England  cannot  control  its  issue  of 
notes,  because  any  number  can  be  obtained  from  that 
institution  in  exchange  for  gold.  It  was  also  supposed 
that  notes  could  be  issued  by  the  Bank  of  England  and 
that  a  certain  amount  of  gold  could  always  be  held.  Now 
this  is  impossible,  because  so  long  as  notes  are  in  circu- 
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lation,  gold  can  be  obtained  for  them  on  demand.  It  is 
therefore  possible  to  drain  the  Bank  of  England  of  all  the 
gold  in  its  possession.  We  must  remember  that  there  is 
no  creation  of  capital  by  a  banker  issuing  notes,  which 
only  represent  capital  lent.  Thus  the  holder  of  a  note  is 
really  the  lender  of  capital,  although  it  appears  that  the 
banker  acts  in  that  capacity.  In  this  manner  the  banker 
makes  a  profit  on  the  capital  entrusted  to  him  through 
the  medium  of  his  notes. 

It  has  been  disputed  whether  the  issue  of  £15,000,000 
of  notes  by  the  Bank  of  England  against  securities  is 
sufficient,  but  when  that  institution  was  allowed  to  issue 
to  any  amount  without  holding  gold  against  the  excess  in 
the  years  1847,  1857,  and  1866,  it  was  only  in  1857  that  an 
excess  occurred,  and  then  only  for  the  comparatively  small 
sum  of  £800,000. 

Notes  economise  capital,  because  without  them  a  larger 
amount  of  gold  would  be  required  for  circulation.  It  is 
very  important  that  they  should  be  always  convertible,  and 
in  order  to  secure  this  the  Bank  of  England  raises  the  rate 
of  interest  when  the  amount  of  gold  held  in  reserve  appears 
too  small. 

The  Government,  in  consideration  of  the  privileges  given 
to  the  Bank  of  England  in  respect  of  the  note  circulation, 
receives  in  return  £172,000  per  annum,  which  is  really  a 
part  of  the  Stamp  duty. 

With  these  remarks  upon  bank  notes  we  will  now  con- 
sider the  leading  provisions  of  the  famous  Bank  Act  of 
1844,  upon  which  the  currency  of  our  country  is  now 
definitely  settled. 
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GHAPTEK  IV. 

BANK    ACT    OF    1844. 

From  and  after  31st  August  the  Issue  Department 
of  the  Bank  of  England  shall  be  separated  from  the  Bank- 
ing Department ;  that  the  Issuing  Department  may  issue 
notes  to  the  extent  of  £14,000,000  upon  securities  set 
apart  for  that  purpose,  of  which  the  debt  of  £11,015,100 
due  from  the  Government  to  the  Bank  shall  form  a  part ; 
that  no  amount  of  notes  above  £14,000,000  shall  be  issued 
except  against  gold  coin  or  gold  or  silver  bullion,  and 
that  the  silver  bullion  shall  not  exceed  one  quarter  of 
the  amount  of  gold  coin  or  bullion. 

Any  person  is  entitled  to  demand  notes  from  the  Issuing 
Department  in  exchange  for  gold  bullion  at  the  rate  of 
£3  17s.  9d.  per  oz. 

Should  any  banker  discontinue  his  issue  of  notes,  the 
Bank  of  England  may  upon  application  be  empowered  by 
an  Order  of  Council  to  increase  its  issue  to  the  extent  of 
two-thirds  of  the  issue  thus  withdrawn,  but  all  the  profit 
of  this  increased  issue  must  go  to  the  Government. 

The  Bank  of  England  is  allowed  to  compound  with 
issuing  banks,  and  consequently  forty-three  banks  in 
England  made  agreements  to  that  effect  with  the  Bank  of 
England.  The  Bank  of  England  is  exempt  from  Stamp 
duty. 

No  new  banks  of  issue  shall  be  formed. 

That  bankers  claiming  to  issue  notes  shall  send  a  return 
of  their  issue  during  the  twelve  weeks  next  preceding  the 
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27th  April,  1844,  in  order  to  obtain  the  average  amount 
of  their  issues. 

Banks  uniting  need  not  give  up  their  note  issue,  pro- 
vided that  it  shall  not  be  lawful  for  any  such  united  bank 
to  issue  notes  at  any  time  after  the  number  of  partners 
therein  shall  exceed  six  persons. 

Every  banker  must  transmit  a  weekly  account  to  the 
Commissioner  of  Stamps  and  Taxes. 

Certain  penalties  are  incurred  by  issuing  more  notes 
and  not  making  returns  in  accordance  with  the  Act. 

The  Bank  of  England's  weekly  account  should  be  in 
the  following  form  : — 

Issuing  Department. 
Notes  issued.  Government  debt. 

Other  securities. 

Gold  coin  and  bullion. 

Silver  bullion. 
Banking  Department. 
Proprietors'  capital.  Government  securities. 

Eest.  Other  securities. 

Public  deposits.  Notes. 

Other  deposits.  Gold  and  silver  coin. 

Seven  days'  and  other  bills. 

In  1854  bank  notes  were  defined  by  Act  of  Parliament  as 
*'  bills,  drafts  or  notes  issued  by  a  banker  for  the  payment 
of  money  to  bearer  on  demand,  and  which  shall  entitle 
the  holder  thereof  without  indorsation  to  the  payment  of 
any  sum  of  money  on  demand,  whether  the  same  shall  be 
expressed  or  not,  in  whatsoever  form  shall  be  deemed  to 
be  bank  notes". 

The  following  table  shows  the  increase  in  the  note  cir- 
culation of  the  Bank  of  England  : — 

1718=  1,829,930 
1778=  7,030,680 
1790  =  10,217,000 
^  "  1800  =  15,450,000 
1810  =  23,904,000 
1819  =  25,657,610 
1830  =  20,620,000 
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1840  =  17,231,000 
1844  =  20,250,000 
1850  =  19,520,000 
1861  =  20,010,000 
1865  =  21,090,000 
1870  =  23,300,000 
1872  =  25,540,000 
1875  =  27,346,000 
1880  =  26,915,000 
1885  =  24,667,000 
1890  =  24,961,000 
1895  =  25,870,000 

From  these  tables  we  observe  that  there  has  been  a 
large  increase  in  the  note  circulation  of  the  Bank  of 
England.  This  is  more  clearly  seen  if  we  compare  the 
note  circulation  of  the  United  Kingdom  with  the  increase 
in  the  number  of  bank  offices  and  also  with  the  population. 

Thus,  while  the  population  between  1851  and  1878 
grew  23  per  cent.,  the  circulation  of  bank  notes  grew  35 
per  cent.,  and  although  the  bank  offices  had  increased  91 
per  cent.,  which  would  mean  a  greater  use  of  cheques, 
there  was  still  a  great  development  in  the  note  circulation. 

The  following  table  will  show  the  present  position  of 
the  issue  of  EngHsh  country  banks  in  1896  : — 


Private  Banks.            Joint-stock.                Together. 

By  Act  of  1844  .     .     . 

Since  ceased  to  issue 

Amalgamated  without 
loss  of  issue    .     .     . 

Remaining    .... 

No. 
207 
145 
6 
151 

Aiith.  Issue. 

No. 
72 

Auth.  Issue. 

No. 

Auth.  Issue. 

£5,153,407 

£3,495,446 

279 

£8,648,858 

£2,933,359 

37 

£1,521,244 

182 

6 

188 

91 

£4,454,603 

56* 

£2,220,048 

35 

£1,974,202 

£4,194,250 

*  The  recent  amalgamation  of  private  banks  with  Messrs.  Barclay  and 
Co.  will  reduce  the  number  to  43,  and  the  authorised  issue  will  be  £677,385 
less. 
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The  following  table  shows  the  decrease  in  the  average 

circulation  of  country  banks  since  1844  :  — 

£ 
1844  =  8,170,000 
1850  =  6,320,000 
1855  =  6,850,000 
1861  =  6,110,000 
1865  =  5,800,000 
1870  =  4,890,000 
1875  =  4,812,000 
1880  =  3,400,000 
1885  =  3,036,000 
1890  =  2,367,073 
1895  =  1,747,925 

There  has  been  a  diminution  of  43  per  cent,  in  the  issue 
of  private  banks  and  55  per  cent,  in  joint-stock  banks.  Of 
the  issue  of  joint-stock  banks,  74  per  cent,  was  compulsorily 
forfeited  under  the  Act  and  26  per  cent,  by  bankruptcy. 
Of  the  issue  of  private  banks  32  per  cent,  was  forfeited 
under  the  Act,  21  per  cent,  was  given  up  voluntarily,  and 
47  per  cent,  was  lost  through  bankruptcy. 
Authorised  issue  lapsed  : — 

£ 

1844-8  =423,410 

1849-53  =  282,981 

1854-8  =234,174 

1859-63=173,212 

1864-68  =  753,814* 

1869-73  =  157,099 

1874-75  =  163,178 

£2,187,868 
1875-95  =  2,236,363 


£4,424,231 

In  consequence  of  the  above  lapsed  issues  the  Bank 
of  England  authorised  circulation  has  increased  from 
£14,000,000  to  £16,800,000. 

*The  large  amount  lapsed  in  1864-68  was  principally  due  to  the 
National  Provincial  Bank  giving  up  its  issue  on  opening  a  London  office. 
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From  the  above  tables  it  will  be  seen  that  there  has 
been  a  gradual  diminution  in  the  issues  of  country  banks 
caused  either  by  bankruptcy  or  amalgamation.  Again 
the  greater  use  of  Bank  of  England  notes  has  superseded 
the  local  issue. 

The  banks  issuing  notes  within  sixty-five  miles  of 
London  have  diminished  in  much  greater  proportion  than 
those  beyond,  which  is  due  to  the  fact  of  their  nearness 
to  London. 

It  is  to  be  noticed  that  the  country  note  circulation  is 
less  in  August  than  in  May,  the  difference  being  about 
£500,000. 

Mr.  Jevons  has  prepared  a  statement  showing  the 
variations  from  week  to  week  from  1845  to  1862  : — 

In  18th  week  of  the  year      ....      £6,920,000 
„  3l8t        „  „  ....        6,370,000 


Diminution        .        .  £55,000 

In  19th  week  of  the  year      ....      £6,900,000 

„  32nd      „  „  ....        6,350,000 


Diminution        .         .  £55,000 

Bank  of  England  notes  are  a  legal  tender  for  payment 
of  debts  in  England,  but  not  in  Scotland.  With  regard  to 
country  bank  notes  they  are  a  legal  tender  if  not  objected 
to  on  that  account,  but  the  holder  must  circulate  or  present 
them  for  payment  the  next  day  after  their  receipt  if  he 
wishes  to  charge  the  transferor  in  case  the  banker  fails. 
The  holder,  in  fact,  must  treat  country  bank  notes  as 
cheques,  in  order  to  preserve  his  rights  to  sue  in  case  of 
dishonour. 


28 


CHAPTEK  V. 

NOTE  CIRCULATION  OF  SCOTLAND. 

The  note  circulation  of  Scotland  is  peculiar  to  that  of 
England  because  in  the  former  country  there  is  an  issue 
of  £1  notes.  Thus  in  1879,  out  of  a  total  circulation  of 
£5,522,000,  no  less  than  £1,974,000  represented  £1  notes. 

Another  point  to  be  noticed  is  the  great  confidence 
which  the  Scotch  people  have  in  their  note  circulation. 

The  issue  of  notes  in  Scotland  is  now  regulated  by  the 
Act  of  1845,  but  previous  to  that  year  any  bank  could  be 
formed  with  the  privilege  of  issuing  notes. 

The  opposition  to  the  Act  of  1845  was  overcome  by 
giving  the  existing  banks  the  sole  right  of  issuing  notes, 
which  practically  meant  the  exclusion  of  new  banks  in 
that  country. 

This  Act  imposed  unequal  conditions  ;  for  example,  one 
bank  was  allowed  to  issue  £1  for  every  £11  18s.  7d.  of 
capital,  whilst  another  could  issue  the  same  amount 
for  £2  5s.  8d.  of  capital.  Another  hardship  is  supposed 
to  exist  in  compelling  the  banks  to  keep  gold  in  their 
vaults  for  the  excess  above  the  authorised  issue. 

There  is  always  a  large  increase  in  the  note  circulation 
in  May  and  November,  consequent  on  the  payment  of 
rents,  etc.,  being  made  on  15th  May  and  11th  November. 
At  these  periods  of  the  year  large  sums  of  gold  are 
obtained  from  the  Bank  of  England  and  sent  down  to 
Scotland  in  order  that  the  Scotch  banks  can  make  their 
returns  in  accordance  with  the  Act  of  1845. 
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This  hypothecated  gold  very  soon  finds  its  way  back  to 
the  Bank  of  England  after  the  returns  are  made  up.  The 
Scotch  banks  make  a  profit  of  about  2s.  6d.  per  cent,  on 
their  note  circulation. 

We  will  now  state  the  leading  provisions  of  the  Act  of 
1845  :— 

(1)  Scotch  banks  are  allowed  to  retain  their  £1  notes. 

(2)  The  power  of  issuing  notes  is  confined  to  those 
banks  that  issued  notes  in  the  year  preceding  1st  May, 
1845. 

Banks  amalgamating  are  allowed  to  retain  the  aggre- 
gate fixed  issue  of  the  separate  banks.  They  may  exceed 
their  limits,  but  the  excess  must  be  represented  by  coin. 
They  must  make  a  return  of  the  amount  in  circulation  to 
the  Stamp  Office  of  the  average  amount  of  four  weeks. 
If  notes  are  in  excess  of  the  authorised  circulation,  and 
gold  is  not  kept  in  reserve  against  such  excess,  then  the 
bank  which  infringes  the  law  must  forfeit  the  amount  not 
covered  by  gold. 

Bank  of  England  notes  are  not  a  legal  tender  in 
Scotland. 

The  Government  reserves  to  itself  the  right  of  inspect- 
ing the  books  of  the  banks  in  order  to  ascertain  the 
correctness  of  the  returns. 

The  following  tables  show  the  present  position  of  the 
note  issue  in  Scotland  : — 

Banks.        Fixed  Issue. 
By  Act  of  1845         ....         19  £3,087,209 

Reduction  by  Amalgamation .         .  6 

Failure  of  Western  Banks,  includ- 
ing Ayrshire  Bank   ...  2  337,938 


Balance     ....         11  £2,749,271 

City  of  Glasgow       ....  1  62,921 


10  £2,676,350 
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THE  AVEKAGE  CIRCULATION  SINCE  1844. 


Over  limit  of 

Act,  1845. 

£ 

£ 

1844  = 

=  3,020,000 

210,000 

1850  = 

=  3,220,000 

140,000 

1855  = 

=  4,100,000 

1,020,000 

1861  = 

=  4,200,000 

1,450,000 

1865  = 

=  4,380,000 

1,630,000 

1870  = 

=  5,110,000 

2,360,000 

1872  = 

=  5,320,000 

2,570,000 

1874  = 

=  5,904,000 

3,227,650 

1876  = 

=  6,099,000 

2,227,650 

1880  = 

=  5,550,000 

2,873,650 

1885  = 

=  5,745,000 

3,068,650 

■1890  = 

=  6,276,323 

3,599,973 

1895  = 

=  6,938,879 

4,262,529 

The  note  circulation  of  Scotland  has  increased  in  far 
greater  proportion  than  the  population. 

The  Enghsh  bankers  complain  that  the  Scotch  banks 
have  privileges  which  they  do  not  possess.  It  would  be 
impossible  for  any  bank  to  succeed  in  Scotland  unless 
allowed  to  issue  notes  and  this  is  prevented  by  the  Act  of 
1845. 

It  seems  only  just  and  right  that  the  Scotch  banks 
should  forfeit  their  rights  of  issuing  notes  upon  opening 
London  offices.  It  is  manifestly  unfair  that  English 
country  banks  and  Scotch  banks  should  be  treated  dif- 
ferently. Of  course  it  was  never  contemplated  when  the 
Act  was  passed  that  the  Scotch  banks  would  open  London 
offices. 


81 


CHAPTEK  YI. 

NOTE    CIRCULATION   OF   IRELAND. 

The  note  circulation  of  Ireland  was  finally  settled  by  the 
Act  of  1845.  The  authorised  issue,  Hke  that  of  the  Banks 
of  Scotland,  was  to  be  the  average  amount  of  the  year 
ending  1st  May,  1845.  If  any  two  banks  amalgamate  the 
new  institution  may  issue  to  the  amount  of  the  circulation 
of  the  united  banks.  If  any  bank  voluntarily  surrenders 
its  right  to  issue,  and  agrees  to  issue  Bank  of  Ireland  notes, 
the  Bank  of  Ireland  may  increase  its  authorised  issue  to 
the  full  amount  of  the  issue  of  the  bank  which  has  surren- 
dered its  right  of  issue.  This  provision  is  quite  different 
from  the  Act  relating  to  Scotland. 

In  Ireland  all  notes  must  be  payable  at  the  place  or 
places  where  they  have  been  issued  or  reissued,  whilst  in 
Scotland  notes  issued  at  the  branch  office  are  payable  only 
at  the  head  office.  The  amount  of  gold  held  for  the  excess 
of  the  authorised  issue  in  Ireland  must  be  held  at  the  chief 
office,  or  at  four  chief  places  of  issue. 

No  new  bank  of  issue  can  be  formed.  The  issue  of 
notes  in  Ireland  was  in  private  hands  until  the  establish- 
ment of  the  Bank  of  Ireland  in  1782  with  a  monopoly  of 
banking,  but  an  Act  passed  in  1821  allowed  joint-stock 
banks  to  issue  notes,  provided  they  had  no  office  in  Dublin, 
or  sixty-five  miles  beyond. 

When  the  Act  of  1845  was  passed  no  private  bank 
issued  notes  in  Ireland. 

The  following  table  shows  the  increase  in  the  note  cir- 
culation of  Ireland  since  1844 : — 
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AVERAGE  CIRCULATION. 


limit  of  Act,  1849. 

Above  or  under 

£ 

£ 

1844  =  5,940,000 

+    600,000 

1850  =  4,510,000 

- 1,840,000 

1855  =  6,360,000 

+      10,000 

1861  =  6,260,000 

-      90,000 

1865  =  5,980,000 

-    870,000 

1870  =  6,880,000 

+    330,000 

1875  =  7,064,000 

+    710,000 

1880  =  6,548,000 

+    194,000 

1885  =  6,225,000 

-     139,494 

1890  =  6,838,716 

+    474,222 

1895  =  6,400,123 

+      45,629 

The  eight  banks  which  issued  notes  were  reduced  to  six 
by  amalgamation,  but  the  fixed  issue  remained  the  same, 
viz.,  £6,354,494. 

The  effect  of  the  bad  harvests  in  Ireland  and  also  the 
social  and  political  disturbances  in  that  country  is  exem- 
plified by  the  note  circulation  in  recent  years.  Thus, 
comparing  1879  with  1878  there  has  been  a  fall  of  13  per 
cent.  If  we  compare  the  laws  which  regulate  the  English 
country  note  circulation  with  that  regulating  the  Irish 
and  Scotch  circulation,  we  observe  that  £1  notes  are  only 
allowed  to  be  issued  in  Scotland  and  Ireland.  Again, 
Bank  of  England  notes  are  not  a  legal  tender  for  money 
either  in  Scotland  or  Ireland. 

The  English  banks  cannot  exceed  the  limit  fixed  by  the 
Act  of  1845,  whilst  the  Irish  and  Scotch  banks  can  do  so 
if  they  keep  the  excess  of  such  issue  in  gold.  The  Enghsh 
banks  make  a  return  of  their  weekly  amounts,  whilst  the 
Scotch  and  Irish  banks  return  only  a  monthly  amount  of 
their  notes  in  circulation. 

In  England,  when  two  banks  amalgamate,  their  right 
of  issuing  notes  is  forfeited.  The  following  table  shows 
the  average  note  circulation  of  the  banks  in  the  United 
Kingdom  : — 


NOTE   CIRCULATION   OF   IRELAND. 
BANKS  OF  ISSUE  IN  1874. 
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Lowest  Actual 
Circ.  per  Bank. 

Highest  Actual 
Circ.  per  Bank. 

Average  Actual 
Circ.  per  Bank. 

England  and  Wales- 
Private  Banks 
Joint-stock  Banks 

Scotland 

Ireland 

£1,825 

1,191 

104,000 

476,000 

£125,937 
311,641 
789,000 

2,879,000 

£23,000 

43,700 

536,300 

1,128,200 

The  Banking  Act  passed  in  1879  allows  the  English 
joint-stock  banks  to  protect  their  note  issue  by  stating  in 
the  articles  of  association  that  the  term  limited  liability 
does  not  apply  to  the  note  issue,  and  that  shareholders 
will  continue  liable  in  respect  of  notes  issued  in  the  same 
manner  as  an  unlimited  company. 
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CHAPTER  VII. 

BANK  OF  ENGLAND. 

The  foundation  of  the  Bank  of  England  is  due  to  William 
Paterson,  a  Scotchman,  who  in  1693  proposed  that  the 
expenses  of  the  war  with  France  should  be  met  by  a 
national  loan.  Forty  merchants  subscribed  £500,000 
towards  the  sum  of  £1,200,000  lent  to  the  Government  at 
the  rate  of  8  per  cent,  per  annum.  For  this  consideration, 
the  subscribers  were  to  be  made  a  corporation  under  the 
title  of  the  Governor  and  Company  of  the  Bank  of  England. 

The  Act  passed  in  1693  stated  :  "  Their  Majesties  may 
make  commissioners  take  subscriptions  for  £1,200,000  "  ; 
and  section  20  states :  "  Their  Majesties  may  appoint 
rules  for  transferring,  and  make  the  subscribers  a  corpora- 
tion by  the  name  of  the  Governor  and  Company  of  the 
Bank  of  England  ". 

The  Bank  of  England  did  not  originally  have  the  sole 
monopoly  of  joint-stock  banking,  but  when  it  was  pro- 
posed to  start  another  bank  in  1708  on  the  same  principles, 
the  directors  succeeded  in  obtaining  that  monopoly. 

The  Charter  was  renewed  in  1697,  1708,  1713,  1716, 
1721,  1742,  1746,  1749,  1764,  1781,  1800,  1808,  1816,  1833, 
and  1844. 

Mr.  Bagehot  considered  the  monopoly  given  to  the  Bank 
of  England  was  injurious  for  the  following  reasons,  viz. : — 

(1)  Banking  ought  to  be  free,  because  monopolies  are 
likely  to  be  injurious  to  the  public  unless  kept  within 
reasonable  limits. 
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(2)  The  Bank,  being  in  some  indirect  manner  connected 
with  the  Government,  is  supposed  by  many  to  be  in 
reaHty  a  Government  institution. 

(3)  By  this  means  it  had  a  better  reputation  than 
other  institutions  of  a  Hke  character. 

(4)  When  crises,  panics,  etc.,  occur  in  the  country,  it 
was  expected  to  lend  money  to  all  comers. 

(5)  Finally,  in  consequence  of  this  monopoly,  it  became 
the  sole  cash  reserve  for  the  country. 

No  doubt  the  Bank  occupied  a  far  more  important 
position  than  it  does  at  the  present  time.  The  rapid 
growth  of  English  joint-stock  banks  has  been  the  cause 
of  this  change. 

The  Bank  of  England  is  managed  by  a  governor,  a 
sub-governor,  and  twenty-four  directors.  The  late  Mr. 
Bagehot  thought  it  would  be  better  if  the  Bank  had  a 
permanent  head  rather  than  a  continual  change  of 
governors.  The  re-election  of  Eight  Hon.  W.  Lidderdale 
during  the  Baring  crisis  shows  somewhat  the  necessity  of 
having  a  permanent  governor.  The  Bank  of  France  has 
a  permanent  head,  the  governor  being  appointed  by  the 
Government  for  life. 

The  influence  and  position  of  the  Bank  of  England 
during  the  eighteenth  century  were  far  greater  than  in  the 
present  day.  The  London  bankers  were  then  very  jealous 
of  its  position.  Its  large  capital  and  its  large  issue  of 
notes  made  it  a  very  formidable  opponent. 

We  can  easily  understand  how  it  came  to  pass  that  the 
Bank  should  fix  the  rate  of  interest  for  money.  Being  the 
only  joint-stock  bank,  and  also  holding  large  deposits  in 
comparison  with  the  private  bankers,  caused  it  to  assume 
that  position. 

We  have  stated  that  the  rate  of  interest  fixed  by  the 
Bank  of  England  became  the  market  rate,  but  the  enor- 
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mous  increase  of  capital  in  the  other  banks  has  now  led 
to  an  alteration  in  this  respect. 

The  London  joint-stockbanks  have  in  a  certain  degree 
abandoned  their  usual  plan  of  allowing  iDterest  on 
deposits  to  be  governed  by  the  Bank  rate. 

The  Bank  of  England  is  comparatively  a  small  lender  of 
money  and  therefore  its  rate  does  not  indicate  the  real  value 
of  money  in  the  market.  We  must  ascertain  exactly  the 
whole  supply  of  capital  and  demand  for  it  before  we 
can  ascertain  the  correct  rate  of  interest.  Including  loans 
and  discounts  the  Bank  lends  less  than  J  of  the  amount 
lent  by  the  London  joint-stock  banks  and  less  than  \  of 
that  lent  by  the  London  Bill  brokers. 

However,  as  a  lender  of  money,  it  has  always  exer- 
cised great  caution,  and  only  advanced  money  upon 
the  best  securities.  The  capital  of  the  Bank  amounts 
to  £14,553,000,  which  is  enormous  compared  with  the 
capital  of  other  banks,  and  tends  to  keep  the  dividends  low. 
Thus  from  1797  to  1822  the  dividends  were  from  10  per 
cent.,  and  from  1817  to  1876  the  average  was  8*6  per  cent. 

The  Bank  was  started  on  condition  that  a  certain  sum, 
viz.,  £1,200,000,  should  be  leiit  to  the  Government.  The 
increase  in  the  following  years  was  due  to  further  loans 
to  the  Government  of  the  day,  and  in  return  it  ob- 
tained renewals  of  its  charter  and  also  other  advantages. 
The  following  table  shows  when  loans  were  made  to 
the  Government  and  the  balance  of  debt  still  due  to  the 

Bank  of  England  : — 

& 

1694=  1,200,000 
1708=  2,175,000 
1716=  4,175,000 
1721=  9,100,000 
1742  =  10,700,000 
1746  =  11,681,000 
1816  =  14,686,000 
1844-76  =  11,015,000 
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The  following  table  shows  the  increase  in  its  liabilities : — 

1797  =  13,770,390 

1833  =  30,937,000  (including  notes) 
1844  =  14,550,000 
1850  =  18,800,000 
1855  =  17,800,000 
1865  =  21,200,000 
1872  =  29,300,000 
1885-91  =  32,630,000 
1895  =  46,000,000 

Since  the  passing  of  the  Bank  Act  of  1844  its  reserve 
from  1846  to  1891  in  proportion  to  its  liabilities  has 
diminished — 

from  1846-54  =  51  per  cent. 
„     1864-72  =  42    „      „ 
„      1885-91  =  42    „      „ 

but  in  1895  the  proportion  increased  to  58  per  cent. 

In  this  country  the  Bank  of  England  is  the  only  bank 
where  large  amounts  of  gold  can  be  obtained  to  meet  home 
and  foreign  demands,  etc.  Its  position  therefore  as  a  bank 
of  discount  is  very  often  impeded,  because  the  rate  of 
interest  is  advanced  in  order  to  prevent  the  reserve  of 
gold  getting  too  low. 

It  has  been  mentioned  that  the  Bank  Act  of  1844 
divided  the  issue  from  the  banking  department,  and  from 
that  time  the  two  offices  were  kept  separate. 

The  weekly  returns  were  to  be  drawn  up  as  follows  : — 
Issue  Department. 

Notes  issued.  Government  debt. 

Other  securities. 
Gold  coin  and  bullion. 
Silver  bullion. 

Banking  Department. 
Proprietors'  capital.  Government  securities. 

Kest.  Other  securities. 

Public  deposits.  Notes. 

Other  deposits  Gold  and  silver  coin. 

Seven  day  and  other  bills. 
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The  business  of  the  Bank  of  England  consists  of  three 
groups  or  divisions,  viz.  :  (1)  The  management  of  the 
National  Debt.  (2)  Issue  of  bank  notes.  (3)  Govern- 
ment and  private  banking. 

The  Government  pays  the  Bank  about  £172,000  per 
annum  for  undertaking  the  entire  management  of  the 
National  Debt.  This  debt  amounts  to  £589,147,000,  and 
is  divided  amongst  about  170,000  holders. 

Although  no  interest  is  allowed  the  deposits  in  recent 
years  have  increased  to  a  large  extent,  showing  the  con- 
fidence which  the  public  have  in  that  institution. 
Annual  Average  of  Deposits. 

1844  =  13,300,000 
1850  =  17,600,000 
1855  =  16,800,000 
1860  =  20,100,000 
1865  =  20,700,000 
1872  =  29,300,000 
1875  =  26,413,000 
1880  =  32,950,000 
1885  =  33,451,000 
1890  =  33,364,000 
1895  =  40,556,000 

Whenever  there  has  existed  in  the  country  a  feeHng  of 
distrust  against  banks,  leading  to  a  withdrawal  of  deposits, 
the  Bank  of  England  has  always  been  an  exception.  The 
deposits  during  such  periods  have  invariably  increased. 
We  might  consider  it  as  a  model  institution  for  the  other 
banks  of  the  country. 

If  at  any  time  its  management  has  been  censured,  it 
was  in  consequence  of  its  position  as  a  bank  of  issue,  or 
as  a  bank  holding  the  gold  reserve  of  the  country.  It 
cannot  be  said  that  the  Bank  has  lent  money  in  a 
reckless  manner. 

The  public  deposits  vary  considerably  according  to  the 
requirements  of   the  Government.      It   has  been  stated 
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that  it  would  be  better  for  the  Money  Market  if  the 
Government  account  was  divided  amongst  the  various 
banks  of  the  MetropoHs,  on  the  understanding  that  such 
banks  should  hold  Government  securities  against  the 
Government  balances.  This  would  have  prevented  large 
withdrawals  of  available  capital  from  one  institution 
instead  of  from  a  larger  number.  Every  bank  in  this 
case  would  keep  a  certain  reserve  against  the  said 
balances. 

The  seven  day  and  other  bills  issued  have  diminished 
considerably.  In  the  year  1844  they  were  more  than 
£1,000,000,  now  they  only  amount  to  £201,000.  The 
great  decrease  in  these  bills  is  no  doubt  due  to  the 
greater  facilities  offered  by  the  joint-stock  banks  of  the 
country.  All  the  branch  banks  issue  drafts  upon  their 
London  offices. 

The  "  other  deposits "  stated  in  the  weekly  report 
include  the  bankers'  balances,  which  certainly  ought  to 
be  utilised  by  the  Bank  with  great  caution. 

Mr.  Hankey  states  that  when  the  bankers'  balances  are 
very  large,  the  Bank  does  not  use  the  amount  in  excess. 
These  balances  form  a  part  of  the  reserve  of  the  bankers 
and  the  amount  has  increased  considerably  in  late  years. 
If  the  London  bankers  kept  their  own  reserves,  they 
would  collectively  keep  a  larger  amount.  At  times  we 
may  expect  to  see  fluctuations  in  the  rate  due  to  the 
Bank  holding  the  cash  reserves  of  other  banks. 

We  will  now  consider  the  assets  in  the  Banking  De- 
partment. 

The  Government  securities  amount  to  £10,785,000 ; 
thus  nearly  the  whole  of  the  capital  of  the  Bank  is  in- 
vested in  interest-bearing  securities. 

The  amount  of  the  other  securities  has  increased  as 
follows  : — 
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£ 
1844=  9,400,000 
1850  =  11,100,000  ■ 
1855  =  15,300,000 
1865  =  20,500,000 
1870  =  18,600,000 
1872  =  21,400,000 
1892  =  29,777,000 

These  other  securities  include  the  bills  discounted.  If 
we  deduct  the  temporary  advances  and  the  bills  dis- 
counted we  find  that  the  fluctuations  of  the  remainder 
have  been  small  in  late  years  : — 

£ 
1844=  5,400,000 
1850=  7,200,000 
1860  =  11,100,000 
1870=  8,500,000 
.1872  =  10,600,000 

The  bills  discounted  from  1844  to  1872  have  fluctuated 
greatly,  which  is  due  to  the  fact  that  any  one  properly 
introduced  may  have  a  discount  account.  This  is  quite  a 
different  method  from  that  of  the  other  London  banks. 
However,  the  Bank  as  a  discounter  of  bills  does  not  occupy 
in  the  present  day  the  same  position  as  in  former  years. 
This  is  in  consequence  of  the  growth  of  capital  leading  to 
the  formation  of  joint-stock  banks  and  discount  companies. 

The  competition  between  the  Bank  and  the  outer  mar- 
ket is  great.  If  the  Bank's  rate  is  below  that  of  the  outer 
market,  there  will  be  a  large  increase  of  business  from 
outsiders.  This  would  cause  a  demand,  and  consequently 
the  rate  of  interest  rises. 

In  consequence  of  competition  in  recent  years,  the  Bank 
stated  that  although  the  published  rate  was  the  official 
minimum,  yet  under  certain  conditions  it  would  discount 
bills  at  a  lower  rate  of  interest. 

During  commercial  crises  the  bills  discounted  amount 
to  a  very  large  sum,  because  every  one  expects  at  such 
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times  it  should  lend  money  in   the   shape  of  loans   and 
advances. 

Mr.  Hankey  states  that  the  Bank  ought  never  to  have 
encouraged  this  opinion,  but  at  these  periods  it  has 
been  found  expedient  to  lend  freely.  In  the  year  1825 
the  directors  stated :  "  The  Bank  had  taken  a  firm  and 
deliberate  resolution  to  make  common  cause  with  the 
country  ". 

Its  position  during  the  commercial  crises  of  1847, 
1857  and  1866  was  entirely  due  to  monopoly.  If 
banking  had  been  free,  the  risks  would  have  been 
divided  amongst  many  banking  institutions,  and  con- 
sequently tend  to  minimise  panics. 

At  the  present  time  the  joint-stock  banks  have  larger 
reserves,  and  therefore  would  not  be  so  dependent  upon 
the  Bank  of  England  in  cases  of  emergency. 

The  following  table  shows  the  average  amount  of  bills 
discounted : — 

£ 
1834  =  1,800,000 
1844  =  2,700,000 
1855  =  6,000,000 
1866  =  9,600,000 
1868  =  5,000,000 

1872  =  6,900,000 

1873  =  7,737,000 

1874  =  4,665,000 

1875  =  4,402,000 

The  average  rates  of  discount  have  decreased  in  recent 
years. 

Average  rate  from  1844-1856  =  £3  15s.  3d.  per  cent. 
„      1857-1872  =  £4  3s.  per  cent. 
„  „      1890-1894  =  £3  Is.  lOd.  per  cent. 

The  latter  half  of  the  year  always  shows  the  highest 
rates.  This  is  in  consequence  of  more  business  being 
transacted  in  autumn  and  early  spring. 
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Average  Rates  of  Discount.  Correct  Rates. 

£  s.  d. 

1844  =  2i  per  cent.                 1875  =  3  4  8 

1850  =  2^  percent.                 1876  =  2  12  1 

1855  =  41  percent.                  1877  =  2  18  0 

1860  =  4|  per  cent.                 1878  =  3  15  8 

1865  =  4|  per  cent.                 1879  =  2  10  4 

1870  =  3  percent.                 1885  =  2  17  7 

1891  =  3  5  2 

1892  =  2  10  7 

1893  =  3  1  0 

1894  =  2  2  3 
Average  Rat^es.^     1895  =  2  0  0 

1825-44  =  3  11  10 

1845-91  =  3  14  6 

1845-74  =  3  18  5 

1875-91  =  3  5  9 

1885-94  =  3  3  2 

1844-79  =  3  16  3 

1885-91  =  3  8  4 

1890-94  =  3  1  10 

The  action  of  the  Bank  during  commercial  crises  we 
shall  consider  separately.  Since  the  year  1825  the  follow- 
ing facilities  with  others  have  been  granted  to  the  cus- 
tomers of  the  Bank  : — 

(1)  The  Bank  receives  dividends  by  power  of  attorney 
for  all  persons  having  drawing  accounts  at  the  Bank. 

(2)  Cheques  may  be  drawn  for  <£5  and  upwards  instead 
of  £10  as  heretofore. 

(3)  Cash  boxes  taken  in,  contents  unknown,  for  such 
parties  as  keep  accounts  at  the  Bank. 

(4)  Bank  notes  are  paid  at  the  counter  instead  of 
drawing  tickets  for  them  as  heretofore. 

(5)  Cheques  on  city  bankers,  paid  in  by  3  p.m.,  are 
received  and  passed  to  account  the  same  evening. 

(6)  Bills  of  exchange  payable  at  the  Bank  are  paid  with 
or  without  advice,  heretofore  with  advice  only. 

(7)  Notes  of  country  bankers  payable  in  London  are  sent 
out  the  same  day  for  payment. 

(8)  Cheques  are  given  out  in  books  and  not  in  sheets  as 
heretofore. 


43 


CHAPTER    VIII. 

JOINT-STOCK  BANKING. 

One  of  the  reasons  why  joint-stock  banks  were  allowed 
to  be  formed  in  this  country  was  in  consequence  of  the 
failure  of  many  private  bankers.  Thus  in  1793  one 
hundred  stopped  payment,  the  same  number  in  1810,  a 
greater  number  in  1812,  and  in  1814,  1815  and  1816  about 
360,  making  a  total  of  nearly  1000  from  1791  to  1818. 
However,  the  first  joint-stock  banks  formed  were  not 
more  successful  than  their  rivals.  Again  it  was  thought 
that  banking  was  a  very  profitable  business. 

It  was  also  discovered  that  the  Bank  of  England's 
Charter  stated  *'  only  borrowing  or  owing  money  on  their 
bills  or  notes  "  was  prevented,  and  therefore  it  was  quite 
possible  for  a  joint-stock  bank  to  be  formed  to  receive 
money  on  deposit. 

Mr.  Jophn  stated  in  1823  :  ''That  pubhc  banks  have  not 
hitherto  existed,  more  especially  in  London  and  Lancashire, 
seems  to  have  risen  from  the  want  of  a  proper  knowledge 
of  the  principle  of  banking  rather  than  from  the  Charter 
of  the  Bank  of  England,  which  I  find  does  not  prevent 
public  hanks  for  the  deposit  of  capital  from  being 
established  ". 

An  attempt  was  made  to  induce  the  Bank  of  England 
to  give  up  its  monopoly  of  exclusive  banking,  but  that 
institution  would  not,  however,  agree  to  the  proposition. 
The  Government,  nevertheless,  in  1826  passed  an  Act 
allowing  joint-stock  banks  to  be  formed  beyond  sixty- five 
miles  of  London. 
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The  statute  states :  (1)  "  That  banks  of  an  unHmited 
number  of  partners  may  be  formed,  provided  that  they 
shall  not  have  any  house  of  business  in  London  or  at  any 
place  within  sixty-five  miles  thereof. 

(2)  ''No  such  banking  company  was  to  issue  or  reissue 
either  directly  or  indirectly  within  the  prescribed  distance 
any  bill  or  note  payable  to  bearer  on  demand  or  any  bank 
post  bill,  nor  draw  upon  its  London  agents  any  bill  of 
exchange  payable  on  demand,  or  for  any  less  sum  than 
£50,  but  they  might  draw  any  bill  for  any  sum  of  £50  and 
upwards  in  London  or  elsewhere  at  any  period  after  date 
or  after  sight. 

(8)  "  Banks  of  an  unlimited  number  of  partners  may  issue 
notes,  but  they  must  deliver  at  the  Stamp  Office  an 
account  containing  the  names  of  the  firm,   etc. 

(4)  "  Co-partnerships  may  sue  or  be  sued  in  the  names  of 
their  public  officers. 

(5)  "  The  Governor  and  Company  of  the  Bank  of  England 
may  empower  agents  to  carry  on  banking  business  at  any 
place  in  England." 

Banks  were  very  soon  formed  in  various  parts  of  the 
country  ;  thus  in  1826  there  were  joint-stock  estabhshments 
at — 

Liverpool.  Darlington. 

Manchester,  and  two  branches.  Lancaster,  and  three  branches. 

Manchester  and^      j     •      u         u  Whitehaven, 

land  nine  branches. 
Liverpool,       j  _  Carlisle,  and  seven  branches. 

Birmingham.  Leicester. 

Wolverhampton.  Norwich,  and  nine  branches. 

Sheffield.  Stamford. 

Barnsley.  Spalding. 

Bradford.  Gloucester. 

Halifax.  Langport,  and  fourteen  branches. 

Huddersfield.  Plymouth. 

Knaresboro'.  Devonport. 

York. 

Unfortunately  the  supply  of  joint-stock  banks  was  far 
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greater  than  the  demand.  A  few  years  later  a  large 
number  of  them  failed  through  lending  money  in  a 
reckless  manner. 

People  began  to  look  upon  them  with  distrust.  Lord 
Overstone  observed  in  1832 :  "  I  think  the  joint-stock 
banks  are  deficient  in  everything  requisite  for  the  conduct 
of  banking  business  except  extended  responsibility.  The 
banking  business  requires  peculiarly  persons  attentive  to 
all  its  details,  constantly,  daily,  hourly  watchful  of  every 
transaction,  much  more  than  mercantile  or  trading 
business.  Joint-stock  banking,  of  course,  obHges  to  act 
through  agents  and  not  by  a  principal,  and  therefore 
under  the  restraint  of  general  rules  cannot  be  guided  by 
so  nice  a  reference  to  degrees  of  difference  in  the  character 
of  responsibihty  of  parties,  nor  can  they  undertake  to 
regulate  the  assistance  to  be  granted  to  concerns  under 
temporary  embarrassments  by  so  accurate  a  reference  to 
the  circumstances  favourable  or  unfavourable  of  each 
case." 

These  remarks  of  Lord  Overstone  were  no  doubt  quite 
correct  with  reference  to  loans  on  personal  security,  but 
when  banks  were  formed  in  London  it  was  impossible  to 
carry  on  business  on  these  principles,  consequent  on  the 
rapid  development  of  trade  in  the  Metropolis.  A  London 
banker  cannot  study  and  know  the  position  and  standing 
of  each  individual  to  the  same  extent  as  the  country 
banker. 

In  the  year  1833  banks  were  allowed  to  issue  notes 
above  £50  payable  on  demand  in  London.  They  were 
required  by  this  Act  to  keep  a  weekly  account  of  their 
notes  in  circulation  and  make  a  return  to  the  Commis- 
sioner of  Stamps.  On  the  renewal  of  the  Charter  of  the 
Bank  of  England  in  1833,  the  Government  would  not 
alter  it,  so  as  to  prevent  joint-stock  banks  being  formed  in 
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London.  Thej^  therefore  inserted  a  clause  allowing  joint- 
stock  banks  in  London  provided  they  did  not  borrow  or 
take  up  in  England  any  sum  or  sums  of  money  on  their 
bills  or  notes  payable  on  demand  or  at  any  less  time  than 
six  months  from  the  borrowing  thereof.  No  partnership 
that  exceeds  six  persons  shall  make  or  issue  in  London  or 
within  sixty-five  miles  thereof  any  bill  of  exchange  or  pro- 
missory note  or  engagement  for  the  payment  of  money  on 
demand  or  upon  which  any  person  holding  the  same  may 
obtain  payment  on  demand. 

This  Act  also  stated  that  an  account  of  the  bullion, 
notes  in  circulation  and  deposits  in  the  Bank  of  England 
shall  be  transmitted  weekly  to  the  Chancellor  of  the 
Exchequer.  Joint-stock  banks  were  soon  formed  in 
London  after  the  passing  of  this  Act.  The  London  and 
"Westminster  began  business  in  1836,  the  Union  Bank  in 
1839,  the  London  and  County  in  1839,  and  the  Commercial 
Bank  of  London  in  1840. 

The  London  and  "Westminster  Bank  in  its  prospectus 
stated  that  it  would  receive  current  accounts  on  the 
same  terms  as  other  London  bankers.  No  interest  would 
be  allowed  on  any  current  account.  Deposit  receipts 
would  be  issued  for  sums  from  i*10  to  £1000  bearing 
interest  at  the  rate  of  2  per  cent,  per  annum,  but  if  the 
amount  should  be  withdrawn  within  three  months,  no 
interest  would  be  allowed.  Parties  respectably  intro- 
duced not  having  an  account  at  the  bank  might  neverthe- 
less have  their  bills  discounted  or  loans  granted  them  on 
approved  securities.  The  bank  would  act  as  agent  to 
joint-stock  banks,  private  bankers,  and  other  parties  re- 
siding at  a  distance.  Persons  who  should  require  letters 
of  credit  to  any  part  of  the  United  Kingdom,  the  Conti- 
nent of  Europe,  or  other  parts  of  the  world,  might  obtain 
them. 
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The  joint-stock  banks  formed  in  London  had  to  con- 
tend with  great  difficulties.  These  banks  existed  only  in 
the  form  of  an  ordinary  common  law  partnership  and  con- 
sequently in  an  action  all  the  shareholders  had  to  join. 
This  was  not  remedied  until  the  year  1844  The  London 
and  Westminster  Bank  applied  for  a  bill  to  sue  and  be  sued 
in  the  name  of  its  chairman,  but  this  was  refused.  In 
consequence  of  this  all  the  London  joint-stock  banks 
were  sued  in  the  names  of  trustees. 

The  Bank  of  England  refused  to  open  accounts  for  the 
new  banks  in  its  books  and  the  private  bankers  would 
not  admit  them  to  the  Clearing  House. 

The  Act  which  permitted  their  formation  did  not  allow 
them  to  accept  bills  at  a  less  date  than  six  months.  In 
the  year  1838  an  Act  was  passed  which  allowed  **  a  bank- 
ing company  to  sue  and  be  sued  by  any  of  its  members 
exactly  as  if  they  were  separate  individuals  ".  Prior  to 
the  passing  of  this  Act,  a  shareholder  in  two  different 
banks  was  unable  to  take  proceedings.  In  the  year  1840 
this  was  extended  to  criminal  cases. 

By  an  Act  passed  in  1856  retiring  directors  in  banking 
companies  were  made  eligible  for  re-election. 

In  the  year  1857  joint-stock  banks  were  bound  to 
register  themselves  in  the  same  manner  as  other  com- 
panies. This  Act  also  allowed  the  number  of  partners  in 
private  banks  to  be  increased  to  ten.  Banks  were  allowed 
to  be  formed  with  limited  HabiHty  in  the  year  1858,  and 
all  those  that  were  formed  after  that  date  were  on  this 
principle. 

This  was  beneficial,  because  shareholders  as  a  rule  like 
to  know  the  extent  of  their  liability.  If  a  bank  is  un- 
limited there  is  a  tendency  for  its  shareholders  to  consist 
of  a  class  with  httle  capital.  It  has  been  suggested  that 
directors  of  banks  should  be  liable  to  an  unlimited  extent 
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in  order  to  give  a  greater  protection  to  shareholders,  but 

we  think  there   would    be  some  difficulty  in   obtaining 

directors  of  high  repute  if  such  conditions  were  imposed. 

If  a  bank  is  registered  as  a  hmited  liability  company,  it 

is   still  desirable   that  it  should   have    a  portion    of  its 

capital  uncalled,  as  a  protection  to  its  depositors. 

The  following  table  will  show    the  various    dates    at 

which     the    joint-stock     banks    were     formed     in    this 

country  : — 

From  1826  to  1830  =  10 
1831  „  1835  =  28 


1836 
1841 
1846 
1851 
1856 
1861 
1866 
1871 


1840  =  34 
1845=  8 
1850=  0 
1855=  1 
1860=  0 
1865  =  26 
1870=  5 
1874  =  11 


118 


These  banks  are  divided  as  follows  : — 


Purely  London  Banks       .     , 
London  and  Provincial  Banks 
Provincial  Banks      .... 

1845. 

1860. 

1865. 

1870. 

1875. 

1895. 

4 

1 

7 
2 

85 

11 

9 

93 

12 

8 

92 

12 

7 

99 

5 
12 

82 

« 

94 

113 

112 

118 

99 

Some  of  these  banks  have  a  large  number  of  branches. 
The  number  of  bank  offices  has  largely  increased  in 
recent  years. 

Thus  in  1851=  962  offices  =  1  office  to  18,700  inhabitants. 


1854=  _ 
1870  =  1651 
1875  =  1885 
1878  =  2195 
1883  =  2381 


16,500 
13,500 
12,600 

11,135 
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In  the  year  1877  no  less  than  seventy -five  new  bank 
offices  were  added  in  England  and  Wales. 

The  following  table  shows  the  increase  in  joint-stock 
banks  from  1844  to  1894  :— 


1844. 

1894. 

Joint-stock  Banks,  head  offices 

.     106 

99 

Do.            do.      branches 

.     498  =  604 

2577  =  2676 

These  tables  show  the  enormous  growth  of  joint-stock 
banks  in  this  country. 

Mr.  Gilbart  stated  that  the  capital  of  a  bank  should  be 
at  least  one-third  of  its  liabilities,  but  when  we  see  banks 
paying  large  dividends,  from  15  per  cent,  to  20  per  cent, 
and  upwards,  we  may  be  sure  that  the  capital  is  small  in 
proportion  to  their  liabilities.  In  Scotland  the  proportion 
is  about  one-sixth,  but  the  London  banks  show  a  much 
smaller  proportion. 

In  the  year  1876  there  were  116  banks,  with  the 
enormous  capital  of  £31,151,429.  These  banks  have 
accumulated  out  of  their  profits  as  reserve,  the  sum  of 
£12,973,218.     Thus :— 


No. 

Capital. 

Reserve. 

Purely  London  Banks 

12 

£7,364,472 

£2,138,844 

London  and  Provincial  Banks  . 

7 

4,424,964 

1,684,138 

Purely  Provincial  Banks   . 

97 

19,361,993 

9,150,236 

116   £31,151,429   £12,973,218 

The  increase  in  the  banking  capital  of  the  United 
Kingdom  in  1876  was  £1,908,291,  in  1877  £1,800,000,  and 
in  1878  £1,200,000.  In  the  year  1876  there  was  an  in- 
crease in  the  capital  and  reserve  of  ninety-three  banks,  in 
1877  of  ninety-five  banks,  and  in  1878  of  eighty-four  banks. 

This  is  very  satisfactory,  because  it  shows  that  the 
banks  are  strengthening  their  reserves  against  increasing 
liabilities.  In  the  year  1878  fully  £1,000,000  of  capital 
was  lost  by  the  failures  of  the  City  of  Glasgow  and  West 
of  England  Banks. 
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The  prospectus  of  the  London  and  Westminster  Bank, 
which  we  have  quoted,  stated  that  money  would  be  taken 
on  deposit.  Although  this  is  the  usual  practice  amongst 
bankers,  yet  it  has  been  stated  that  it  is  no  part  of  a 
banker's  business  to  find  investments  for  those  who  are  not 
customers,  but  who  wish  to  leave  money  at  interest. 

The  competition  between  bankers,  bill  brokers,  and 
foreign  and  colonial  banks  in  London  has  made  it  difficult 
to  employ  deposit  money  at  a  profit. 

If  money  "  at  call "  is  J  per  cent.,  and  first-class  paper 
is  discounted  at  |  per  cent.,  it  is  a  question  whether 
bankers  can  afford  to  pay  even  |  per  cent,  on  deposits. 
It  was  stated  recently  in  a  London  paper  that  when  call 
money  was  i  per  cent,  it  scarcely  paid  for  the  ink,  paper 
and  labour  in  making  the  necessary  entries.  We  must  not 
forget  to  include  the  working  expenses  before  ascertaining 
the  amount  of  interest  which  a  banker  can  pay  on  deposits. 

In  times  of  distrust  the  depositor  is  generally  the  first 
one  to  demand  his  money,  and  therefore  it  is  a  question 
whether  bankers  ought  to  encourage  deposit  banking. 
The  recent  Australian  banking  crisis  shows  that  the 
depositors  are  the  first  to  take  alarm  ;  in  fact  the  banker 
might  consider  the  depositor  as  his  natural  enemy. 

The  growth  of  deposits  and  current  accounts  in  some 
of  the  London  banks  is  shown  in  the  following  table  : — 

1844.  1874. 

London  and  Westminster       .         .  £2,697,000  £30,020,000 

Joint 2,245,000  16,000,000 

Union 1,591,000  14,120,000 

Commercial  Bank  of  London  .         .  240,000                   

London  and  County         .         .         .  1,231,000  20,072,000 

City. 3,290,000 

Imperial 2,100,000 

Central 770,000 

Alliance 1,922,000 

Metropolitan 300,000 

or  an  increase  of  1010  per  cent. 
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The  deposits  of  the  London  and  Westminster  Bank 
increased  from  £266,844  in  the  year  1835  to  £1,361,545  in 
the  year  1840. 

The  following  table  shows  the  increase  in  the  deposits, 
etc.,  of  the  principal  joint-stock  banks  in  London  from 
1849  to  1859  :— 


Where 
Formed. 

Capital. 

£ 

Bank. 

Year. 

Current  and 

Deposit 
Accounts. 

£ 

Increase 
Per  Cent. 

Guarantee 

and 

Reserve 

Fund. 

£ 

Proportion 
of  Capilal«fe 
Guarantee  to 

Deposits. 

Dividends 

and 

Bonus. 

Per  Cent. 

1834 
1836 
1839 
1839 
1855 

1,000,000 
600,000 
720,000 
500,000 
300,000 

London 

and 
Westmr. 

Joint 

Union 

London 

and 
County 

CityBk. 

1849 
1854 
1859 

1849 
1854 
1859 

1849 
1854 
1859 

1849 
1854 
1859 

1859 

3,680,000 

7,177,000 

11,115,000 

2,792,000 
6,161,000 
9,556,000 

2,835,000 
7,031,000 
9,318,000 

1,675,000 
3,779,000 
4,975,000 

2,223,000 

95 
55 

120 
55 

148 
33 

126 
32 

108,000 
134,000 
200,000 

132,000 
156,000 
229,000 

50,000 
50,000 
95,000 

28,000 

62,000 

105,000 

33,000 

16 
10 

12 
9 

11 
9 

15 

12 

15 

6 
14 

18 

9f 
25 
18 

6 
15 
15 

6 
12 
11 

6 

The  London  and  Westminster  Bank,  for  example,  in- 
creased its  amount  on  current  and  deposit  accounts  in 
ten  years  from  £3,000,000  to  £11,000,000,  and  the  London 
Joint-stock  Bank  from  £2,700,000  to  £9,500,000. 

The  deposits  in  the  London  joint-stock  banks  some- 
times show  a  decrease  during  a  period  of  distrust.  This 
is  shown  by  the  following  table  in  1878,  when  there  were 
several  bank  failures : — 


Cash  Deposits. 

Dec.  31,  1878. 

June  30,  1878.      June  30,  1871 

£ 

£                             £ 

London  and  Westminster  21,490,000 

26,760,000        22,770,000 

Joint 

.     13,850,000 

14,680,000        14,610,000 

Union 

. 

.     12,400,000 

12,540,000        12,710,000 

City 

. 

.       2,870,000 

3,920,000          2,360,000 

Alliance  . 

Forward 

.       1,810,000 

2,430,000          1,600,000 

Carry 

.    52,420,000 

60,330,000        54,050,000 
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Cash  Deposits. 

Dec.  31,  1878. 

June  30,  1878. 

June  30,  1871 

Brought  Forward 

52,420,000 

60,330,000 

54,050,000 

Imperial. 

1,620,000 

2,270,000 

2,230,000 

Consolidated  . 

2,560,000 

2,960,000 

2,450,000 

Central    .... 

960,000 

1,140,000 

570,000 

Metropolitan  .     •    . 

— 

320,000 

590,000 

London  &  South  Western 

1,560,000 

1,570,000 

570,000 

Totals        59,120,000        68,590,000        59,860,000 

The  paid-up  capital  and  reserve  of  these  London  banks 
amounted  to  £10,370,000  on  31st  December,  1878,  and 
£10,490,000  on  30th  June,  1878. 

The  Economist  gives  the  final  results  of  totals  and 
averages  of  the  entire  London  banks  for  the  period  1875- 
1878,  as  follows :— 


1. 

1878. 

1877. 

1876. 

1875. 

Capital  paid  up  and 

£ 

£ 

& 

£ 

reserves   . 

II. 

Cash  deposits     . 

10,530,000 

10,370,000 

10,270,060 

10,090,000 

59,440,000 

68,720,000 

71,420,000 

74,690,000 

III. 

Business  profits . 

1,210,800 

1,133,500 

1,061,000 

1,285,000 

Equal    on    cash    de- 

posits, per  cent. 

37s.  lOd. 

32s.  lOd. 

29s.  4d. 

33s.  7d. 

IV. 

Expenses    . 

461,990 

447,450 

435,000 

415,000 

Equal    on   cash    de- 

posits, per  cent.     . 

14s.  6d. 

13s.  5d. 

lis. 

10s.  lid. 

Cash  Deposits,  31st  December, 

London  and  Westminster 

Joint  (including  Imperial) 

Union  .... 

City     .... 

Parrs  and  Alliance 

Consolidated 

London  and  Midland  (formerly  Central) 

London  and  South  Western 


1894. 

26,386,000 
14,444,000 
14,120,000 

6,647,000 
13,179,000 

3,421,000 
12,167,000 

6,510,000 

There  has  been  a  gradual  decline  of  net  profits  in  recent 
years.  Thus  the  purely  Metropohtan  banks,  viz.,  London 
and  Westminster,  Union,  Joint-stock,  City,  London  and 
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South  Western,  Consolidated,  and  Martins,  show  a  net 
profit  of  8s.  6d.  per  cent.,  whereas  twenty  years  ago  it 
was  22s.  per  cent. 

Unfortunately  it  is  impossible  to  give  the  same  details 
showing  the  progress  of  the  joint-stock  country  banks, 
because  a  large  number  of  them  did  not  publish  balance 
sheets  until  quite  recently,  but  in  order  to  show  the  rapid 
progress  of  English  banking,  we  give  the  following  state- 
ment of  100  banks,  viz, : — 

100  Banks,  England  and  Wales. 

1883.                  Deposits £286,100,000 

Cash  and  money  at  call .         .         ,  79,550,000 

1895.                   Deposits 485,277,000 

Cash  and  money  at  call  .         .         .  144,163,000 

Comparing  1869  with  1878  we  find  that  the  banks 
paying  between  5  per  cent,  and  10  per  cent,  were  more  in 
1869  than  at  the  present  time.  The  profits  have  increased 
with  the  greater  activity  in  trade,  and  it  is  satisfactory 
to  note  that  the  reserves  have  increased  more  than  the 
profits. 


Total  of  reserves 


1869  =  £12,815,000 
1878  =    21,297,000 


or  an  increase  of  60  per  cent,  for  110  banks  : — 


1869. 

1878. 

No. 

Capital. 

No. 

Capital. 

Banks  paying  20  per  cent,  and  upwards 
,,         „         15  to  20  per  cent.     . 

10  to  15 
„         „          5  to  10        „            .         . 
,,        ,,      less  than  5     ,,           .        . 

15 

20 

36 

36 

3 

£ 

5,302,000 

5,439,000 

14,057,000 

14,182,000 

1,350,000 

18 

28 

44 

15 

4 

£ 

5,828,000 

12,684,000 

21,916,000 

6,620,000 

564,000 

Banks 

110 

40,331,000 

109 

47,632,500 

This  great  accumulation  of  capital  in  joint-stock  banks 
has  taken  place  during  the  short  period  of  fifty-three  years. 
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It  is  to  be  hoped  that  these  banks  will  steadily  progress, 
not  forgetting  to  increase  their  reserves  in  proportion  to 
an  increase  of  liabilities. 

It  is  desirable  that  a  uniform  balance  sheet  should  be 
published  by  all  the  joint-stock  banks  in  England  and 
Wales,  because  it  would  be  of  great  advantage  to  the 
commercial  world,  as  well  as  to  the  banks,  which 
could  by  comparison  gain  some  valuable  information. 
Thus  any  defects  in  the  management  might  possibly  be 
discovered  and  remedied. 
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CHAPTEE  IX. 

THE  PRIVATE  BANKERS. 

The    private    bankers    are    steadily   decreasing  in   this 
country.     This  is  seen  from  the  following  table : — 

1808  =  600 

1810  =  721 

1844  =  335  and  93  branch  offices. 

1875  =  251 

1894  =  101  and  464       „ 


1860. 

1865. 

1870. 

1875. 

1894. 

Purely  London  Bankers, 
Provincial                , , 

53 
239 

46 
211 

47 
207 

55 
196 

21* 
80 

292 

257 

254 

251 

101 

In  the  year  1878  four  private  bankers  stopped  payment, 
thus  still  reducing  their  number. 


LONDON   PRIVATE    BANKS. 

1810  =     40  Clearing  House. 

1845  =     26 

1QKO  _  /25  Clearing  Bankers. 


1866 


22  Non-Clearing  Bankers. 

rl4  Clearing  Bankers. 

\18  Non-Clearing  Bankers. 
1872  =  J^^  Clearing  Bankers. 

\l7  Non-Clearing  Bankers. 
1070  —  ("12  Clearing  Bankers. 

\l8  Non-Clearing  Bankers. 
-lOQK  _  /  S  Clearing  Bankers. 

1 16  Non-Clearing  Bankers. 

This  great  decrease  has  been  caused  partly  by  amalga- 
mation and  partly  by  the  banks  becoming  extinct.    When 

*  The  recent  amalgamation  of  banks  with  Messrs.  Barclay  &  Co.  will 
reduce  the  number  to  20  and  68  respectively. 
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a  private  bank  becomes  extinct  its  place  is  generally  taken 
by  a  joint-stock  bank.  There  seems  to  be  a  tendency  to 
have  a  small  number  of  large  private  banks  which  become 
larger,  v^hilst  the  business  of  smaller  banks  gradually 
diminishes. 

The  capital  at  the  disposal  of  the  London  private 
bankers  was  estimated  in  1834  at  £29,500,000,  of  which 
the  sum  of  £3,000,000  belonged  to  the  country  bankers. 
Mr.  Dun  estimated  in  1876  that  the  money  lodged  with 
the  London  private  bankers  amounts  to  £80,000,000  and 
with  the  country  private  bankers  to  £93,500,000. 

The  private  bankers  of  the  present  day  are  men  of 
known  wealth  and  position,  and  this,  combined  with 
their  intimate  knowledge  of  banking,  has  been  the  cause 
of  their  great  success. 

Several  of  the  large  private  banks  in  London  occupy  an 
eminent  position  in  the  commercial  world. 

In  recent  years  the  private  bankers  have  taken  a  very 
wise  step  by  publishing  balance  sheets.  The  first  bank 
to  do  this  was  the  firm  of  Messrs.  Glyn,  Mills,  Currie  & 
Co.  This  policy  has  proved  eminently  successful,  because 
it  has  shown  that  the  private  banks  have  large  capital  and 
reserves  in  proportion  to  their  liabiHties. 
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CHAPTEK  X. 

BANKING  IN  SCOTLAND. 

The  Bank  of  Scotland  was  the  first  bank  formed  in 
that  country.  It  obtained  an  Act  from  the  Scotch 
Parhament  on  17th  July,  1695,  which  authorised  the 
Crown  to  grant  a  Charter  of  Incorporation.  Unlike  the 
Bank  of  England  it  was  not  connected  with  the  State, 
although  it  possessed  a  monopoly  of  banking  for  twenty- 
one  years.  This  bank  did  not  at  first  receive  money  on 
deposit,  and  its  profits  depended  entirely  upon  the  note 
circulation. 

The  next  bank  formed  was  the  Eoyal  Bank  of  1727. 
Its  promoters  complained  that  the  Bank  of  Scotland 
charged  too  high  a  rate  of  interest  for  loans ;  that 
it  was  hostile  to  the  House  of  Hanover ;  that  it  was 
very  exacting  with  regard  to  the  securities  required,  and 
that  loans  on  its  own  stock  were  not  allowed. 

The  formation  of  this  bank  abolished  the  monopoly  of 
the  Bank  of  Scotland. 

The  British  Linen  Company  was  formed  in  1746  for 
carrying  on  the  business  of  linen  manufacturers  as  well  as 
of  banking.  The  former  business  was  soon,  however, 
relinquished. 

The  next  bank  formed  was  the  Ayr  Bank.  Its  pro- 
moters supposed  that  they  could  issue  notes  to  an 
unlimited  extent,  but  this  popular  delusion  was  soon 
dissipated.  After  issuing  £800,000  of  paper  money,  the 
bank  was  unable  to  pay  the  notes  on  presentation.      In 
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the  year  1772  it  stopped  payment,  and  the  effect  of  its 
suspension  was  so  great  that  only  three  of  the  then 
existing  private  banks  survived  the  panic. 

Although  there  are  now  no  private  banks  in  Scotland, 
yet  there  were  eight  in  existence  in  1819. 

The  following  table  shows  the  increase  in  the  number 
of  banks  and  branches  : — 

1819  =  30  chief  offices  and  97  branches. 
1830  =  27  „  145 


1845  =  20 
1864  =  13 
1878  =  12 
1894  =  10 


376 

591 

940 

1008 


The  number  of  offices  in  proportion  to  the  inhabitants 
is  larger  in  Scotland  than  in  England  or  Ireland.  Thus  : — 

No.  of  offices  in  1826  =  167  or  1  to  every  13,170  inhabitants. 
1841  =  330  „  6600 

1856  =  585  „  5230 

1872  =  790  „  4250 

1883  =  898  „  4260 

Although  the  facilities  for  banking  are  greater  in 
Scotland  than  in  England,  yet  on  the  other  hand  the 
working  expenses  must  tend  to  lessen  the  profits  of  the 
banks. 

The  great  success  of  Scotch  banks  is  supposed  to  be  due 
to  the  following  circumstances,  viz. :  1st,  banking  in  that 
country  was  not  originally  a  monopoly,  although  the 
privilege  of  note  issue  made  it  so  at  a  later  date ;  2nd,  it 
was  treated  as  an  ordinary  business  in  which  the  State  was 
only  indirectly  concerned ;  and  3rd,  the  only  restrictions 
were,  that  the  banks  should  confine  themselves  to  banking. 

The  Act  of  1845  relating  to  Scotland  stated  that  no  new 
bank  of  issue  should  be  formed  in  that  country,  and  this 
practically  prevented  new  banks  opening,  because  the  issue 
of  notes  is  an  essential  part  of  Scotch  banking.  Since  the 
Act  was  passed,  seven  banks  of  issue  have  ceased  to  exist. 
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viz.,  Aberdeen  Bank,  Dundee  Bank,  Eastern  Bank,  Edin- 
burgh and  Glasgow  Bank,  Perth  Bank,  Western  Bank, 
and  City  of  Glasgow  Bank. 

We  have  already  noticed  that  the  issue  of  £1  notes  was 
allowed  by  the  Act  of  1845  and  also  that  the  Scotch  cir- 
culation has  far  exceeded  the  authorised  limit.  This  Act 
also  prevented  other  banks  from  being  formed,  and  con- 
sequently we  have  large  institutions  with  correspondingly 
great  liabilities.  If  at  any  time  a  bank  failure  should 
occur  in  the  country  the  effect  would  be  most  disastrous. 
No  doubt  there  would  have  been  more  banking  institu- 
tions in  Scotland  if  the  existing  banks  had  not  practi- 
cally a  monopoly. 

Another  feature  of  Scotch  banking  is  the  system  of 
deposits.  Small  amounts  are  received,  and  consequently 
the  banks  assume  the  character  of  savings  banks  for 
the  country.  Banks  are  able  to  take  these  small  amounts 
partly  in  consequence  of  a  high  rate  of  interest  ruling 
in  Scotland.  The  great  prosperity  of  the  Scotch  people 
has,  however,  been  attributed  to  the  system  of  deposit 
banking. 

This  concentration  of  capital  at  places  where  it  is  most 
required  must  materially  benefit  any  country  and  increase 
its  wealth. 

In  Scotland  there  are  more  shareholders  in  banks  in 
proportion  to  the  inhabitants  than  in  England  or  Ire- 
land. The  Scotch  people  have  great  confidence  in  their 
banking  institutions. 

For  example  : — 

England        .         .       1  share  to  416  persons. 
Ireland  .         .       1        „       „   433 

Scotland       .         .       1        „       „   253 

By  this  means  runs  on  the  banks  have  been  prevented 
in  times  of  panic  and  commercial  disaster. 

The  people  are,  therefore,  more  directly  interested  in 


60 


BANKS   AND   BANKING. 


the  banks,  and  consequently  in  times  of  panic  and  com- 
mercial disaster  do  not  lose  confidence. 

The  system  of  cash  credits  is  another  peculiar  feature 
of  Scotch  banking.  Any  person  who  can  obtain  two 
sureties  who  are  willing  to  give  a  bond,  is  allowed  to  draw 
against  the  amount  placed  to  his  credit  at  the  bank.  The 
sureties  have  a  right  to  inspect  the  bank  books  in  order  to 
see  that  the  account  is  in  strict  accordance  with  the  bond. 

The  progress  of  money  lodged  has  not  been  so  rapid  as 
in  England.     Thus  : — 


1826: 
1841: 
1844: 
1855: 
1865: 
1875: 
1895: 


:  21,000,000 
^27,000,000 
:  33,192,000 
:  43,271,000 
:  56,185,000 
:  78,405,000 
:  93,489,068 


The  following  is  a  hst  of  the  banks  now  in  existence 


Bank  of  Scotland 
Eoyal  Bank  of  Scotland 
British  Linen  Company 
Commercial  Bank 
National  Bank  of  Scotland 
Union  Bank  of  Scotland 
Clydesdale 

Aberdeen  Town  and  County 
North  of  Scotland 
Caledonian 


1695 
1727 
1746 
1810 
1825 
1830 
1838 
1825 
1836 
1838 


Paid-up  Capital. 

£ 

1,250,000 

2,000,000 

1,250,000 

1,000,000 

1,000,000 

1,000,000 

1,000,000 

252,000 

400,000 

150,000 


Reserve. 

£ 
800,000 

754,879 

,400,000 

675,000 

785,000 

505,000 

545,000 

134,000 

50,000 

69,000 


9,302,000        5,717,879 


The  Bank  of  Scotland,  the  Eoyal  Bank  and  the  British 
Linen  Company  are  chartered  banks  and  limited  in  their 
hability  to  the  public,  their  corporate  property  being  alone 
hable  for  debt.     The  remaining  banks  are  hmited. 

The  total  habilitiesof  these  banks  amount  to  £120,337,697 
and  their  cash  and  Government  securities  to  £53,200,000. 
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The  ratio  of  cash  in  hand  and  money  at  call  is  about 
17 J  per  cent. 

The  note  circulation  of  the  Scotch  banks  is  equal  to 
about  50  per  cent,  of  their  capital  and  reserve  fund. 

That  the  Scotch  people  are  prudent,  saving,  and  indus- 
trious is  shown  by  the  cash  deposits,  which  amounted  a 
few  years  ago  to  £90  per  head  of  the  adult  male  popu- 
lation. This  is  a  far  greater  proportion  than  in  England 
or  Ireland. 

The  Scotch  banks  are  to  be  commended  for  pubHshing 
a  complete  balance  sheet,  which  enables  us  to  show 
clearly  the  progression  of  banking  in  that  country  : — 


11  Banks. 


Liabilities. 


Deposits. 

Notes. 

Acceptances 
and  Drafts. 

Total 
Liabilities. 

1865 

1869 

1894  (10 

banks). 

£ 
57,140,000 
63,820,000 

93,489,068 

£ 
4,986,946 
5,390,947 

6,733,523 

£ 
2,668,881 
4,296,319 

2,981,638 

£ 
64,796,247 
73,508,077 

120,337,697 

Assets. 


Banking 
Advances. 

Stocks  and 
other  Sees. 

Banking 
Premises. 

Reserves. 

Total 

Assets. 

1865 

1869 

1894  (10 

banks). 

£ 
54,878,548 
61,095,648 

60,743,952 

£ 
3,925,530 
4,037,530 

31,068,042 

£ 
1,091,862 
1,187,114 

6,359,933 

£ 
17,297,925 
20,114,153 

22,165,770 

£ 
77,193,871 
86,434,559 

120,337,697 

1 

The  following  abstract  of  balance  sheets  from  1870  to 
1877  is  taken  from  seven  banks,  viz.,  Bank  of  Scotland, 
Eoyal  Bank,  British  Linen  Company,  Commercial  Bank, 
National  Bank,  Union  Bank,  Clydesdale  and  City  of 
Glasgow  Bank : — 
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Due  toProprietors. 

Due  to  Public. 

Assets. 

Total 

Assets. 

Net 
Profits. 

Capital. 

Reserve. 

Circ. 

Deposits. 

Accepts. 

Cash,  etc. 

Disc'nts. 

1870-1 
1874-5 
1875-6 
1876-7 

£ 
8-77* 
9-00 
9-00 
9-00 

£ 
3-51 
3-46 
4-49 
4-98 

£ 
5-85 
7-46 
6-86 
6-84 

£ 
59-60 
74-27 
74-37 
73-83 

£ 
4-11 
5-05 
5-72 
6-24 

£ 
23-16 
27-62 
27-49 
28-95 

£ 
59-79 
72-68 
73-38 
72-65 

£ 

81-95 

100-30 

100-87 

101-30 

£ 
1109 
1284 
1275 

1287 

1894  (10 
banks) 

9-00 

5-71 

6-73 

93-48 

2-98 

22-16 

60-74 

120-33 

936 

These  tables  show — 

(1)  That  in  every  case  but  two  there  has  been  an 
increase  in  the  note  circulation  of  £1,000,000. 

(2)  An  increase  of  deposits  in  twenty-four  years  of 
£34,000,000. 

(3)  There  has  been  a  decrease  in  acceptances  from 
£4,110,000  to  £2,980,000. 

(4)  The  net  profits  of  the  Scotch  banks  show  a  decline, 
as  is  the  case  with  the  English  banks. 

There  was  a  decrease  in  deposits  in  consequence  of  the 
failure  of  the  City  of  Glasgow  Bank.  This  is  shown  from 
the  following  statement : — 

May  18,  1878 £78,000,000 

October  19,  1878 78,000,000 

May  17,  1879 67,000,000 

The  latest  reports  of  the  banks  show,  however,  that 
the  deposits  are  steadily  increasing. 

.  Another  feature  of  Scotch  banking  was  the  allowance 
of  interest  on  current  accounts,  which  somewhat  differs 
from  the  procedure  of  the  majority  of  Enghsh  banks. 
Interest  was  formerly  allowed  on  current  account  by 
some  of  the  Enghsh  banks,  but  the  system  was  abandoned 
because  with  increasing  competition  it  was  found  to  be 
unprofitable. 

In    1863   the    Scotch   banks   fixed   the   rate   for   daily 

*  0-OOO's  omitted  from  columns  2  to  9  and  OOO's  from  column  10*  thus 
£8-77  =  £8-770-000. 
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balances   from    1^   to   4   per    cent.,    and    for    minimum 
balances  from  2  to  4i  per  cent. 

The  interest  for  advances  from  1822  to  1864  was  never 
below  4  per  cent.  : — 

1847  =  5^  per  cent.        1863  =  7  per  cent. 

1856  =  6  per  cent.         1864  =  8  and  9  per  cent. 

1857  =  6*  percent. 

An  account  of  the  progress  of  the  Scotch  banks  would 
be  incomplete  without  reference  to  the  great  banking 
disasters  in  1857  and  1878. 

It  was  thought  that  banking  in  Scotland  was  safe  and 
prosperous ;  in  fact,  some  believed  that  the  failure  of 
banking  institutions  in  that  country  was  impossible. 
This  delusion  was  dispelled  by  the  great  failures  of  1857 
and  1878.  These  great  disasters  showed  that  Scotch 
bank  directors  could  act  in  a  reckless  manner  like  direc- 
tors of  other  companies.  The  failures  of  the  Western 
Bank  of  Scotland  in  1857,  and  the  City  of  Glasgow  Bank 
in  1878,  were  very  similar  in  character.  In  1857  the 
Western  Bank  lent  to  four  or  five  private  firms  a  sum 
equal  to  its  capital.  This  bank  had  also  an  agency  in 
New  York,  and  a  large  proportion  of  its  deposits  was  sent 
there  to  support  all  kinds  of  speculation.  When,  how- 
ever, speculation  in  America  experienced  a  sudden  check, 
the  Western  Bank  found  itself  in  the  possession  of  a  large 
amount  of  worthless  securities.  The  bank  was  unable 
to  meet  its  liabilities,  and  consequently  had  to  close  its 
doors.  It  was  ascertained  that  the  capital  of  £1,500,000, 
the  reserve  fund  of  £227,000,  and  £916,864  6s.  8d.  in  addi- 
tion were  lost.  The  failure  of  such  a  large  bank  caused  a 
run  upon  all  the  others,  but  by  giving  credit  and  paying 
the  notes  of  the  bankrupt  bank  it  was  soon  stopped. 

The  City  of  Glasgow  Bank  suspended  payment  for  a 
short  time  in  1857,  but  judged  by  later  events  it  would 
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have  been  better  if  it  had  never  opened  its  doors.  The 
failure  of  this  bank  in  1878  was  very  disastrous,  because 
the  Enghsh  as  well  as  the  Scotch  banks  felt  the  effects 
of  the  suspension. 

Shareholders  of  banking  institutions  in  both  countries 
saw  how  easy  it  was  to  be  deceived.  The  accounts  of  the 
Glasgow  Bank  had  been  falsified  from  the  year  1873. 
The  liabilities  of  that  bank  w^ere  £2,000,000  more  than 
stated  in  the  balance  of  5th  June,  1878,  whilst  the  assets 
were  nearly  £5,000,000  less,  namely  : — 

Bills  of  exchange        ....  £2,400,000  less  than  stated. 
Advances  on  heritable  property  .         .  50,000  ,, 

Cash  on  hand 400,000 

Government  stocks,  etc,     .         .         ,     1,700,000 


£4,550,000 


Deducting  the  capital  and  reserve,  £5,190,983  lis.  3d. 
had  to  be  provided  by  the  shareholders  of  the  bank. 

The  Act  of  1845  stated  that  the  excess  in  the  circula- 
tion above  the  authorised  issue  should  be  provided  for  by 
gold,  but  for  some  time  the  Glasgow  Bank  had  made  false 
returns  to  the  Government,  because  it  did  not  hold  suffi- 
cient gold  to  represent  the  excess. 

No  doubt  Sir  Kobert  Peel  intended  that  the  gold  held 
should  be  a  cover  for  the  note  issue,  but  it  seems  that  the 
Act  of  1845  was  a  failure  in  this  respect.  The  other 
banks  promptly  met  the  disaster  by  paying  the  notes  of 
the  Glasgow  Bank,  and  also  by  giving  every  facihty  to 
those  who  had  money  locked  up  in  that  bank.  The 
business  of  the  City  of  Glasgow  Bank  was  conducted  in 
a  very  bad  manner.  The  directors  lent  large  sums  of 
money  to  their  own  firms ;  no  less  than  £5,800,000  was 
lent  to  four  commercial  houses  in  which  they  were 
interested.  They  also  supported  rotten  concerns  which 
every  day  were  becoming  more  insolvent,  and  issued  bills 
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supposed  to  be  d^:awn  in  Melbourne  but  in  reality  at 
Glasgow.  As  a  last  resource  they  invested  large  sums  of 
money  upon  land  in  Australia  and  New  Zealand,  thus 
hoping  to  retrieve  their  position.  It  is  important  to 
remember  that  when  the  City  of  Glasgow  Bank's  accept- 
ances were  refused  in  London,  the  bank  was  really 
doomed  and  its  doors  were  closed  within  a  week.  This 
shows  the  danger  that  may  arise  from  any  bank 
having  too  many  acceptances  in  the  market.  Although 
this  great  failure  depreciated  the  value  of  bank  shares, 
and  also  caused  a  large  withdrawal  of  deposits,  yet  it  was 
not  without  its  advantages,  because  it  was  the  means  of 
clearing  away  insolvent  houses. 

Banking  was  brought  prominently  before  the  public,  and 
many  important  questions  relating  to  that  subject  were 
discussed  with  a  view  to  certain  reforms  being  carried  out. 

The  opening  of  London  offices  by  Scotch  banks  has 
excited  a  great  deal  of  interest  in  this  country. 

The  following  Scotch  banks  have  opened  London 
offices : — 

Bank  of  Scotland  opened  in  1869 

Royal  Bank  of  Scotland  ,,         3875 


British  Linen  Company 
National  Bank  of  Scotland 
Union  Bank  of  Scotland 
Clydesdale  Banking  Company 


1877 
1867 
1868 

1877 


It  has  been  stated  that  the  Scotch  banks  have  not 
shown  their  usual  prudence  by  opening  offices  in  London 
for  the  following  reasons  : — 

(1)  They  had  in  their  own  country  a  prosperous  and 
sound  business,  with  profits  and  dividends  considerably 
increasing. 

(2)  That  the  scheme  of  opening  London  offices  is  a 

departure  of   the  most  marked    kind    from  the  maxims 

which  have  hitherto  guided  them. 
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(3)  That  the  Scotch  banks  assuming  responsibihties  of 
London  institutions  must  remodel  their  reserve  funds. 

The  Scotsman  of  March,  1878,  stated  "  that  the  experi- 
ment of  raising  deposits  in  Scotland  and  using  them  in 
London  will  be  watched  with  interest ". 

Another  point  in  connection  with  the  opening  of  Lon- 
don offices  was  the  large  increase  in  the  acceptances  of 
those  banks.  This  kind  of  business  must  always  be 
carried  on  with  great  caution.  In  times  of  commercial 
distrust  there  is  the  possibility  that  the  credit  of  any  bank 
may  be  affected  by  the  amount  of  its  bills  circulating  in 
the  market.  The  securities  also  held  as  cover  may 
depreciate  in  value. 

The  following  table  shows  the  increase  in  the  accept- 
ances of  Scotch  banks  from  1870  to  1877  : — 

1870-1.  1876-7.  Increase. 

£  £  £ 

Two  banks  with  London  offices       .      2,220,000        3,620,000        1,400,000 

City  of  Glasgow  Bank      .         .         .         770,000        1,350,000  280,000 


3,000.000        4,970,000        1,670,000 
Five  other  banks      ....      1,120,000        1,770,000  630,000 


4,120,000        6,740,000        2,-300,000 

In  1876-7  these  acceptances  were  equal  to  one-fourth 
of  the  total  acceptances  of  the  London  joint-stock  banks, 
but  there  has  been  a  great  decrease  in  recent  years.  It 
seems  an  anomaly  to  allow  Scotch  banks  of  issue  to  open 
branches  in  London  when  English  country  banks  have  to 
forfeit  their  note  circulation  if  they  do  the  same  thing. 

The  National  Provincial  Bank  gave  up  its  issue  on 
opening  in  London,  losing  thereby  £10,000  per  annum. 
Besides  this  the  Scotch  Act  of  1875  gave  the  banks  con- 
siderable privileges,  which  practically  secured  for  them 
the  monopoly  of  banking  in  that  country. 

Mr.  Goschen  in  1875  introduced  a  bill  to  prevent  the 
Scotch  banks  from  opening  in  London,  but  this  met  with 
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considerable  opposition  and  was  abandoned.      A  clause 
was  inserted  in  the  Banking  Bill  of  1878,  stating  that  all 
banks  opening  in  London  should  forfeit  the  right  of  issu- 
ing notes,  but  this  also  was  struck  out   before  the  bill 
passed. 

The  dividends  paid  by  the  Scotch  banks  in  1869  were 
in  comparison  with  the  English  banks  in  a  lower  class, 
the  reason  apparently  being  in  consequence  of  their  large 
capital.  If  we  compare  1869  with  1878  we  find  that  the 
Scotch  banks  had  considerably  increased  their  dividends, 
but  the  period  from  1878  to  1894  shows  a  decrease : — 


Bank  of  Scotland 

British  Linen  Company 

Caledonian  Banking  Company 

Clydesdale  .... 

Commercial  Bank 

National  Bank    . 

North  of  Scotland 

Union  Bank  of  Scotland     . 

City  of  Glasgow  . 

Eoyal  Bank  of  Scotland 


869. 

1878. 

1894. 

12 

14 

12 

13 

14 

15 

10 

14 

8 

10 

14 

10 

13 

15 

15 

12 

15 

15 

10 

13f 

6i 

10 

13 

10 

8 

Hi 

— 

The  Scotch  banks  in  1876  agreed  to  the  following 
charges : — 

(1)  Interest  on  money  lodged  and  on  advances  and  dis- 
counts to  be  fixed  at  meetings  of  the  banks  to  be  held  at 
Edinburgh. 

(2)  In  addition  to  the  discount  a  commission  of  Is.  3d. 
per  cent,  is  charged  on  bills  payable  in  Scotland ;  on  bills 
payable  in  London  no  commission  is  charged,  but  else- 
where in  England  and  Wales,  2s.  6d.  per  cent. 

(3)  Other  fixed  charges  are  made  for  negotiating  docu- 
ments payable  on  demand,  for  granting  drafts,  making 
transfers,  etc. 
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CHAPTEE  XI. 

BANKING  IN   IKELAND. 

Banking  in  Ireland  resembles  more  the  English  sj^stem 
than  the  Scotch ;  because  the  monopoly  of  joint-stock 
banking  was  given  to  one  institution,  viz.,  the  Bank  of 
Ireland,  which  was  formed  ninety  years  after  the  Bank  of 
England,  viz.,  in  1783. 

The  Charter  of  this  Bank  prevented  partnerships  of 
more  than  six  persons  being  formed  in  Ireland,  and  con- 
sequently there  existed  a  large  number  of  weak  private 
banks.  Many  of  the  latter  failed  and  had  a  prejudicial 
effect  upon  the  trade  of  the  country. 

In  the  year  1824  the  Bank  of  Ireland  surrendered  its 
monopoly  of  joint-stock  banking  beyond  sixty-five  miles  of 
Dublin,  but  it  was  not  until  the  year  1845  that  all  the 
restrictions  upon  banks  having  more  than  six  partners 
were  abohshed.  From  1845  any  joint-stock  bank  could 
have  offices  in  Dublin,  but  no  new  bank  was  allowed  to 
issue  bank  notes. 

The  privilege  of  joint-stock  banking  was  granted  to  the 
Bank  of  Ireland,  because  that  institution  lent  its  capital, 
viz.,  ^9680,000,  to  the  Government,  and  in  the  year  1821  a 
further  sum  of  ^500,000  was  lent.  Thus  the  capital  of 
that  bank  was  increased  to  £1,180,000. 

In  the  year  1825  an  Act  was  passed  for  the  purpose  of 
assimilating  the  currency  of  Ireland  with  that  of  England. 
Prior  to  this  date  an  English  shilling  was  valued  at  13d., 
and  an  English  sovereign  at  Jdl  Is.  8d. 
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The  Act  of  1845  relating  to  Ireland  was  very  similar 
to  that  relating  to  Scotland.  In  both  countries  no  new 
banks  were  allowed  to  issue  notes,  and  the  existing  banks 
were  permitted  to  retain  their  £1  notes. 

The  banking  institutions  now  in  existence  are — the 
Bank  of  Ireland,  which  is  a  chartered  bank  like  the  Bank 
of  England.  It  is  the  Government  bank,  issues  notes, 
and  has  numerous  branches.  The  Provincial  and  National 
Banks  have  London  offices  and  issue  notes.  The  Hiber- 
nian Bank  and  the  Eoyal  Bank  of  Ireland  do  not  issue  notes. 

At  Belfast  there  are  three  joint-stock  banks,  viz.,  the 
Northern  Bank,  the  Belfast  Bank  and  the  Ulster  Bank. 
These  three  banks  issue  notes  and  have  numerous  branches. 

At  Cork  there  is  the  Munster  Bank,  which  was 
estabhshed  in  1865.  There  are  two  private  banks,  viz,, 
Messrs.  Guinness,  Mahon  &  Co.,  and  Messrs.  Boyle,  Low, 
Murray  &  Co.  All  the  other  private  banks  have  dis- 
appeared, although  the  names  of  twenty-one  appear  in 
the  Post  Office  Lo7idon  Directory  for  1817. 

The  eleventh  annual  report  of  the  Provincial  Bank  of 
Ireland  for  May,  1836,  gives  a  good  account  of  the  progress 
of  Irish  banking  : — 

"  To  show  the  progress  of  competition  it  may  be 
sufficient  to  state  that  prior  to  1825,  when  the  Act  6, 
George  IV.,  c.  42,  was  passed,  under  which  the  Provincial 
Bank  was  estabhshed,  the  Bank  of  Ireland  had  no 
estabhshment  out  of  Dublin ;  that  in  Dubhn  itself  there 
were  only  four  more — and  these  were  private  banks — and 
that  in  all  Ireland  there  were  no  other  than  private  banks, 
and  those  only  in  Belfast,  Cork,  Wexford  and  Mallow. 
From  1825  to  1834  banking  offices  in  the  chief  cities  and 
towns  of  Ireland  had  been  gradually  estabhshed  by  the 
Provincial  Bank,  the  Northern  Bank  and  the  Belfast 
Bank,  to  the  number  of  about  fifty;  while  within  the 
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short  space  of  the  last  two  years  the  offices  of  joint- stock 
banks  having  resident  managers  or  agents,  beyond  fifty 
miles  from  Dublin,  added  to  the  branches  of  the  Bank  of 
Ireland,  have  increased  to  upv^ards  of  one  hundred  and 
twenty,  and  appear  to  be  daily  augmenting  in  number. 
Besides  which  there  are  a  variety  of  stations  attended  on 
market-days  by  non-resident  agents  on  behalf  of  one  or 
other  of  such  banks." 

The  following  table  will  show  the  increase  in  the 
number  of  offices  : — 

1851  =  170  offices  or  1  to  every     38,300  inhabitants. 

1872  =  365        „  „  14,800 

1875  =  404        „  „  13,100 

1878  =  409        „  „  10,788 

1883  =  542  (131  are  sub-branches)  9,520 

1895  =  493  offices  or  1  to  every      9,543 

In  1877  no  less  than  39  new  offices  were  opened.  This 
shows  that  the  Irish  banks  are  giving  every  facility  for 
the  deposit  of  money. 

It  was  impossible  some  years  ago  to  state  the  amount 
of  money  lodged  in  all  the  Irish  banks  because  some  of 
them  did  not  publish  any  balance  sheet,  but  the  following 
table  shows  the  increase  of  the  private  balances  in  the 
Bank  of  Ireland,  and  the  deposits  of  the  Hibernian  Bank, 
the  National  Bank,  the  Southern  Bank,  the  Provincial 
Bank,  the  Koyal  Bank,  and  the  Ulster  Bank  : — 

1840=  5,567,000 
1846=  8,442,000 
1852  =  10,773,000 
1855  =  12,285,000 
1860  =  15,609,000 

1865  =  18,619,000 

1866  =  20,957,000 

1867  =  21,794,000 

1868  =  22,163,000 

1869  =  22,672,000 

1870  =  24,366,000 

1871  =  27,348,000 
1874  =  31,700,000 
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All  the  banks  now  publish  balance  sheets,  the  amount 
of  deposits  being  £43,612,697. 

The  year  of  formation,  the  paid-up  capital,  the  number 
of  proprietors,  and  the  number  of  offices  of  the  Irish  banks 
were  as  follows  : — 


1872 

Formed. 

Offices. 

Capital. 

Proprietors. 

Dividends. 

Bank  of  Ireland     . 

1783 

50 

£ 
2,769,230 

11 

Northern  Banking  Co.  . 

1825 

44 

300,000 

718 

18^ 

Hibernian  Bank    . 

1825 

32 

500,000 

1380 

10 

Provincial  Bk.  of  Ireland 

1825 

44 

540,000 

2000 

20 

Belfast  Banking  Co. 

1827 

36 

250,000 

648 

36 

National  Bank 

1835 

106 

1,500,000 

4000 

8 

Ulster  Banking  Co. 

1836 

44 

250,000 

1020 

18 

Royal  Bank  of  Ireland  . 

1836 

5 

300,000 

1350 

12 

Munster  Bank,  Limited 

1864 

40 

350,000 

1163 

8 

The  proportion  of  paid-up  capital  and  reserve  to  liabili- 
ties of  Irish  banks  in  1875  was  larger  than  that  of  the 
Endish  and  Scotch  banks  : — 


Purely 
London 
Banks. 

London  & 

Provincial 

Banks. 

Purely 

Provincial 

Banks. 

Scotch 
Ranks. 

Irish 
Banks. 

Capital     .... 
Reserve    .... 

Total  proprietors'  funds . 
Money  lodged  . 
Note  circulation 
Acceptances     . 

Total    . 

7-3 
2-7 

10-0 
73-5 

16-5 

7-1 
2-9 

10-0 
83-2 

6-8 

12-1 
5-4 

17-5 

80-3 

•9 

1-3 

9-2 
3-6 

12-8 

76-1 

6-2 

4-9 

14-0 
5-6 

19-6 
65-5 
14-9 

90-0 

90  0 

82-5 

87-4 

80-4 

100-0 

100-0 

100-0 

100-0 

100-0 

The  following  table  shows  the  present  position  of  the 
Irish  banks : — 


Bank  of  Ireland  . 
Belfast  Banking  Company 
Hibernian  Bank  . 
Munster  Bank 
National  Bank     . 


Branches. 

Capital  Paid  up. 

59 

2,769,231 

40 

400,000 

59 

500,000 

52 

200,000 

.       104 

1,500,000 
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Branches. 

Capital  Paid  up. 

450,000 
540,000 
300,000 
450,000 

Northern  Banking  Company 
Provincial  Bank  of  Ireland 
Royal  Bank 
Ulster  Bank 

51 

60 

7 

61 

Their  deposits  amount  to  £43,612,697,  against  cash 
£10,642,482  and  investments  £17,644,605. 

The  banks  of  Ireland  have  not  suffered  so  much  from 
failures  as  the  English  and  Scotch,  and  appear  to  be 
conducted  on  sound  principles.  Their  business  is  steadily 
increasing,  although  not  so  rapidly  as  the  Enghsh  banks. 
The  system  of  audit  of  the  National  Bank  ought  to  be 
mentioned,  because  it  is  worthy  of  imitation.  The  share- 
holders appoint  three  of  their  number  to  inspect  the  books 
of  the  bank,  and  these  can  if  necessary  employ  profes- 
sional auditors  to  assist  them  in  drawing  up  their  state- 
ment. Thus  three  separate  audits  of  accounts  are  brought 
before  the  shareholders  at  the  annual  meeting. 
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CHAPTEK  XII. 

ACCUMULATION  OF  CAPITAL  IN  BANKS. 

Having  briefly  considered  the  progress  which  the  various 
banking  institutions  have  made,  we  will  now  show  the 
•enormous  increase  of  deposits  in  all  the  banks  of  the 
United  Kingdom. 

Mr.  J.  G.  Hubbard  stated  that  the  deposits  held  by 
•country  bankers  from  1832-1841  were  from  £16,000,000 
to  £20,000,000.  In  1847  Mr.  Wilson  stated  that  the 
banks  in  the  United  Kingdom  were  about  1600  and  that 
their  deposits  amounted  to  £200,000,000  or  £250,000,000. 
The  accumulation  in  recent  years  has  been  very  great. 
Mr.  Newmarch  in  1850  stated  that  the  deposits  of  the 
banks  in  the  United  Kingdom  were  about  £260,000,000, 
and  Mr.  Palgrave  in  1871  estimated  the  amount  as 
£662,000,000. 

Mr.  Dun  stated  in  his  paper  read  before  the  Statistical 
Society  in  1876  that  the  amount  had  increased  to 
£782,000,000,  as  follows  :— 


London  Banks— 
Joint-sbock 
Private 


London  and  Provincial  Banks 
Purely  Provincial  Banks — 
Private  Banks  \ 

Joint-stock  Banks    / 


Total — England  and  Wales 
Carry  Fo7-ward     . 


£93,400,000 
80,000,000 

£173,400,000 
60,400,000 

256,000,000 

£489,800,000 
£489,800,000 
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Brought  Forward         ....  £489,800,000 

Scotland 105,900,000 

Ireland 48,400,000 


£644,100,000 

Bank  of  England 70,600,000 

Discount  Houses         .....         67,900,000 


£782,600,000 

It  must  be  also  remembered  that  the  Foreign  and 
Colonial  banks  in  London  have  a  large  amount  of  capital 
at  their  disposal : — 

27  Colonial  Joint-stock  Banks  with  London  Offices,  f  156,305,379 
22  Foreign  .  „  „  „  59,466,147 

besides  23  Colonial  and  Foreign  joint-stock  banks  without 
London  offices.  This  latter  class  has  large  sums  of 
money  deposited  with  the  London  bankers. 

Mr.  James  Dick  in  a  paper  read  before  the  Institute  of 
Bankers  in  1892  gives  the  following  estimate  of  deposits 
in  banks  for  1891,  viz. : — 


Deposits  ascertained 

Savings  Banks'  deposits  ascertained 

London  Private  Banks  estimated     . 

Country 

Foreign  and  Colonial  Banks  estimated 


£660,660,000 

118,983,000 

50,000,000 

50,000,000 

120,000,000 


£994,643,000 

We   must   not   forget   the   rapid   progress   which    the 

Savings  Banks  have  made  since  they  were  established  in 

1818  :— 

£ 
Deposits  1820=  2,915,000 

1841=24,474,689 
1851  =  28,931,000 
1860  =  41,258,000 

1863  Post-Office  Savings  Banks  opened. 

1870  Savings  Banks £37,959,000 

Post-Office  Savings  Banks          .         .  15,099,000 

1878                M                „                       .         .  30,412,000 

Trustee  Savings  Banks       .        .        .  44,293,000 
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In  1891  the  total  deposits  in  Savings  Banks  amounted 
to  £113,983,000,  showing  an  increase  in  thirteen  years  of 
£39,000,000. 

This  great  accumulation  of  money  in  banks  during 
recent  years  shows  the  rapid  growth  of  capital  in  the 
United  Kingdom.  Mr.  Griffen  estimated  the  capital  of 
the  country  to  be  £8,500,000,000.  This  great  increase  in 
the  wealth  of  this  country  is  no  doubt  partly  due  to  the 
banks,  which  have  directed  capital  to  enterprises  where 
it  can  be  utilised  at  a  profit.  There  are,  however,  some 
dangers  connected  with  this  vast  accumulation  of  money 
in  banks.  For  instance,  we  have  in  this  country  only  one 
place  {viz.,  the  Bank  of  England)  where  the  sudden  require- 
ments of  the  money  market  can  be  met.  It  is  the  only 
place  where  gold  can  be  obtained  in  any  large  quantities 
to  meet  a  sudden  demand.  The  bankers  keep  practically 
their  reserves  with  the  Bank  of  England,  and  therefore  in 
times  of  bad  credit  it  has  to  meet  great  demands.  Although, 
therefore,  the  increase  in  deposits  has  been  very  rapid, 
the  increase  in  the  reserves  of  bankers  has  been  small, 
partly  in  consequence  of  the  Bank  of  England  being  the 
bankers'  bank. 

Of  course,  it  is  impossible  to  meet  all  liabilities  on 
demand,  yet  it  is  necessary  for  banks  always  to  have 
sufficient  reserves  to  meet  any  sudden  withdrawal  of 
deposits.  Again  we  know  that  large  reserves  are  neces- 
sary during  periods  of  financial  distrust,  when  it  is 
desirable  that  good  mercantile  firms  should  be  able  to 
obtain  accomodation. 
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CHAPTEK  XIII. 

BANKING   AND   COMMERCIAL   CRISES. 

We  shall  now  consider  certain  periods  in  the  history  of 
banking  when  its  progress  has  been  retarded.  The  great 
foundation  of  our  banking  system  is  confidence,  but  when 
by  reckless  speculation  on  the  part  either  of  banks  or  of 
the  commercial  world  there  exists  distrust,  the  result  may 
be  disastrous  both  to  banking  and  commerce. 

The  history  of  English  commerce  shows  great  fluctua- 
tions in  prices  of  commodities,  in  accordance  with  the  laws 
of  supply  and  demand.  If  any  great  catastrophe  affects 
one  industry,  the  effect  is  in  time  felt  by  other  industries. 
This  is  partly  due  to  the  division  of  labour,  which  is  the 
outcome  of  the  expansion  of  trade.  Manufacturers  are 
able  to  produce  goods  in  large  quantities  at  a  reduced  cost 
in  consequence  of  the  division  of  labour.  This  cheapening 
process  increases  the  demand  for  commodities.  On  the 
other  hand,  we  must  not  forget  that  the  system  has  its 
disadvantages,  because  trades  become  more  dependent 
upon  one  another.  For  example,  we  know  how  dependent 
the  iron  industry  is  upon  that  of  coal.  The  result  is  that 
the  producer  and  consumer  are  not  brought  into  contact 
with  each  other,  and  consequently  when  one  fails  a  great 
number  of  intermediaries  are  affected. 

We  know  that  depressed  agriculture  causes  stagnation 
in  trade,  because  it  is  still  a  large  industry  in  this  country. 
Banks  in  agricultural  districts  are  considerably  affected 
when  that  industry  is  depressed. 
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If  there  is  a  series  of  bad  harvests  there  is  a  less 
amount  of  capital  to  be  spent  upon  other  industries,  con- 
sequently during  such  periods  we  should  expect  to  see  the 
deposits  in  banks  decrease. 

Credit  is  singularly  varying.  It  confers  advantages,  but 
on  the  other  hand  there  are  corresponding  disadvantages. 

We  have  observed  in  a  former  chapter  the  disastrous 
effect  upon  banking  by  the  indiscriminate  circulation 
of  bank  notes,  a  form  of  credit  which  is  now  strictly 
regulated  by  Acts  of  Parliament. 

Again,  the  use  of  credit  enables  capital  to  be  transferred 
to  places  where  it  is  more  urgently  needed.  As  a  rale  we 
might  say  that  capital  finds  its  way  to  places  where  it  can 
be  utilised  with  better  advantage.  Credit  also  increases 
efficiency  and  facilitates  the  business  of  the  country.  It 
tends  to  diminish  the  friction  of  exchange  and  steady  prices. 

We  have  already  noticed  that  production  is  stimulated 
by  the  use  of  capital.  Another  point  to  remember  is,  that 
in  times  of  good  credit  the  bills  issued  against  commercial 
transactions  are  taken  readily,  and  consequently  years  of 
improving  credit  are  years  of  rising  prices.  On  the  other 
hand,  when  credit  is  bad  we  find  that  prices  fall. 

There  are  great  dangers  attending  our  system  of  credit, 
and  we  shall  observe  that  at  various  times  the  banks  of 
this  country  have  not  made  good  use  of  the  capital 
entrusted  to  them. 

During  commercial  crises  people  exhaust  their  credit  by 
converting  floating  capital  into  fixed.  When  prices  rise, 
every  one  is  anxious  to  secure  large  profits.  At  such  times 
the  liabihties  of  speculators  are  increased  quite  out  of  pro- 
portion to  their  means,  and  consequently  when  they  are 
called  upon  to  meet  their  engagements  are  unable  to  do  so. 
One  of  the  drawbacks  to  our  present  system  of  credit  is 
that  it  enables  an  unsound  business  to  be  carried  on,  and 


78  BANKS   AND   BANKING. 

consequently  when  the  crash  comes  the  effect  is  great. 
In  fact,  we  lose  in  security  what  we  gain  in  economy. 
The  banks  of  this  country  exert  a  great  power,  and  it  must 
be  their  constant  endeavour  to  keep  aloof  from  the  spirit 
of  speculation.  By  prudent  management  they  are  able  to 
exercise  great  influence,  and  consequently  assist  in  the 
prevention  of  sudden  collapses  of  credit. 

The  system  of  large  deposits  in  banks  is  pecuhar  to 
England.  The  accumulation  of  capital  affects  trade  and 
consequently  prices.  It  has  been  stated  by  the  late  Mr. 
Bagehot  that  a  rise  in  prices  is  caused  by  cheap  money, 
cheap  corn,  and  improved  credit.  When  this  occurs,  the 
banks  have  a  large  number  of  applications  for  loans,  so 
that  the  borrower  may  benefit  by  the  rise.  As  a  natural 
consequence  the  rate  of  interest  rises,  and  generally  at  a 
rapid  rate.  At  such  times  the  demand  for  capital  is 
greater  than  the  supply. 

Whenever  there  exists  a  speculative  mania,  the  result 
is  a  system  of  over-trading,  and  consequently  liabilities  are 
contracted  which  cannot  always  be  met.  At  the  same 
time  we  generally  get  an  investing  mania,  brought  about 
by  the  same  causes.  It  has  been  truly  stated  in  the 
excellent  book  entitled  Lombard  Street  that  any  sudden 
event  which  creates  a  great  demand  for  actual  cash  may 
cause  a  panic  in  a  country  where  cash  is  economised  and 
debts  payable  on  demand  are  large.  Accidental  events, 
such  as  a  bad  harvest,  a  failure  of  firms,  etc.,  cause  a 
sudden  demand  for  cash,  and  may  lead  to  a  panic. 

In  fact,  the  characteristic  of  a  true  crisis  is  a  previous 
destruction  of  wealth.  Gold,  notes  and  banks  are  mere 
machinery  required  to  carry  on  our  modern  system  of 
credit.  At  each  successive  crisis  attention  has  been 
drawn  to  the  system  of  banking  rather  than  to  the  fluctua- 
tion of  trade  and  the  speculative  mania  of  the  people. 
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We  must  not  forget,  however,  that  with  the  best  system 
of  banking  it  would  be  impossible  for  any  bank  to  meet 
any  large  withdrawal  of  deposits.  Ricardo  says :  "  On 
extraordinary  occasions  a  general  panic  may  seize  the 
country  when  every  one  becomes  desirous  of  possessing 
himself  of  the  precious  metals  as  the  most  convenient 
mode  of  realising  or  concealing  his  property.  Against 
such  panic  banks  have  no  security  on  any  system." 

The  late  Professor  Jevons  endeavoured  to  account  for 
periodical  crises  by  the  appearance  of  spots  on  the  sun's 
disc  at  intervals  of  11*1  years.  We  know  that  the  con- 
dition of  trade  is  largely  dependent  upon  the  harvests  not 
only  at  home  but  abroad. 

It  seems  that  the  price  of  Delhi  wheat  reached  a  maxi- 
mum in  value  every  ten  years.  We  know  that  the  amount 
of  heat  received  from  the  sun  is  varying,  and  may  suppose 
that  the  crops  would  vary  in  the  same  proportion.  "  The 
crops  of  Western  Europe  have  always  been  strongly 
affected  by  communication  with  the  Indies.  Several  of 
the  crises  are  distinctly  traceable  to  this  cause,  especially 
those  at  the  beginning  of  the  eighteenth  century.  That 
was  a  time  of  wild  enterprise  in  the  tropical  regions,  as 
the  very  names  of  the  South  Sea  Company,  the  Missis- 
sippi Scheme,  the  Darien  Project,  etc.,  show.  The  Dutch, 
Enghsh,  and  French  East  Indian  Companies  were  then 
potent  bodies,  the  constant  subject  of  legislation  and 
controversy.  Thus  it  is  my  present  belief  that  to  the  trade 
with  India,  China,  and  probably  other  parts  of  the  tropical 
and  sub-tropical  regions,  we  must  attribute  the  principal 
fluctuations  in  European  commerce.  Surely  there  is 
nothing  absurd  in  such  a  theory  when  we  remember  that 
the  present  crisis  is  at  least  partly  due  to  the  involvement 
of  the  City  of  Glasgow  Bank  in  the  India  trade,  through 
the  medium  of  some  of  their  chief  debtors.      Thus   the 
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crisis  of  1878  is  clearly  connected  with  the  recent  famines 
in  India  and  China,  and  these  famines  are  confidently 
attributed  to  solar  disturbance." 

It  would  be  interesting  if  we  could  judge  of  Professor 
Jevons'  opinion  on  the  state  of  banking  and  commerce  at 
a  recent  period,  when  there  was  an  abundance  of  corn 
at  a  very  low  price  concurrent  with  a  certain  stagnation 
in  trade. 

It  is  beneficial  to  the  community  that  banks  which  lend 
money  to  unsound  borrowers  and  also  foster  undue 
speculation  should  fail,  but  unfortunately,  on  the  other 
hand,  many  good  institutions  suffer  in  consequence  of  a 
loss  of  credit.  The  cause  of  these  disasters  to  banking 
and  commerce  is  principally  due  to  excessive  speculation, 
which  results  in  a  crisis  or  panic. 

Whenever  we  get  in  this  country  a  rapid  accumulation 
of  capital,  it  is  usually  accompanied  by  a  great  demand 
for  investments,  and  this  sometimes  leads  to  speculative 
enterprises.  For  example,  capital  is  expended  say  in 
making  railways,  digging  mines,  or  constructing  docks, 
and  would  not  be  reproduced  for  a  long  period  of  years. 
In  order  to  carry  out  such  enterprises,  loans  are  contracted 
at  banking  institutions,  and  when  the  time  for  repayment 
arrives  the  borrowers  are  unable  to  meet  their  liabilities. 
If  capital  has  been  sunk  in  the  manner  already  indicated 
there  is  no  great  accumulation  of  it  in  banks,  and  conse- 
quently the  bankers'  power  to  lend  is  diminished.  When 
merchants  cannot  obtain  assistance  in  order  to  meet  losses 
or  calls  on  new  undertakings  they  begin  to  lose  confidence 
in  each  other,  and  then  we  get  the  culminating  point  of  a 
crisis,  viz.,  a  panic,  when  suspicion  rests  upon  every 
one.  At  such  times  depositors  in  banks  may  demand 
repayment  of  their  capital,  and  thus  banks  are  suddenly 


BANKING  AND   COMMERCIAL   CRISES.  81 

called  upon  to  meet  an  additional  strain  upon  their  re- 
sources. 

It  is  questionable  whether  it  is  desirable  for  banks  to 
largely  encourage  the  system  of  deposit  accounts,  because 
when  a  feeling  of  distrust  exists  in  the  money  market  the 
depositor  is  the  first  to  demand  his  money.  This  was 
clearly  shown  in  the  recent  Austrahan  bank  crisis.  It 
was  also  formerly  considered  by  private  bankers  that  it 
was  not  the  duty  of  a  banker  to  find  an  investment  for 
depositors'  money.  Even  at  the  present  time,  some 
banks  refuse  to  take  deposits  except  from  their  cus- 
tomers. 

If  bankers  have  lent  money  to  persons  for  the  purpose 
of  speculation,  then  they  may  possibly  find  themselves  in 
possession  of  a  large  quantity  of  worthless  securities  which 
are  unmarketable.  On  the  other  hand,  if  they  have 
advanced  money  on  good  securities  which  are  saleable, 
they  stand  a  much  better  chance  of  surviving  the  crisis. 
At  these  critical  periods  the  people  refuse  to  see  that  gold, 
notes,  banks,  etc.,  are  mere  machinery,  and  that  the  crisis 
is  quite  distinct  from  such  questions. 

It  will  be  important  to  notice  the  position  and  action  of 
the  Bank  of  England  during  commercial  crises,  because 
the  returns  of  that  institution  give  us  a  good  record  as  to 
the  course  of  events  in  the  money  market.  The  Bank  has 
been  called  upon  at  such  times  to  exercise  its  great  power 
in  order  to  restore  confidence  and  also  to  allay  the  panic 
which  generally  occurs.  When  a  withdrawal  of  deposits 
from  other  banks  has  taken  place,  those  of  the  Bank  of 
England  have  generally  increased,  showing  that  at  such 
times  confidence  in  the  Bank  remains. 

We  will   now   consider   these   crises  in   chronological 

order. 

The  first  run  upon  bankers  took  place  when  the  Dutch 
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sailed  up  the  Thames  in  1667.  The  South  Sea  Company, 
which  was  formed  in  1711  for  the  purpose  of  trading  in 
the  South  Seas,  was  for  a  time  a  rival  of  the  Bank  of 
England  ;  and  when  we  consider  that  the  latter  institution 
was  in  difficulties  in  the  years  1704  and  1709,  we  can 
imagine  that  such  was  the  case. 

The  South  Sea  Company,  by  means  of  advertisements 
representing  enormous  advantages,  managed  to  get  the 
price  of  its  stock  raised  from  £290  on  7th  April,  1721,  to 
£890  on  the  2nd  June,  but  it  fell  rapidly  and  was  quoted 
at  £400  on  2nd  September.  Many  of  the  goldsmiths  and 
bankers  had  advanced  money  upon  South  Sea  stock,  and 
when  the  price  of  the  stock  rapidly  fell,  a  run  upon  the 
banks  occurred.  Many  stopped  payment,  and  some  of 
the  bankers  absconded.  There  was  also  a  run  upon  the 
Bank  of  England,  but  by  a  clever  scheme  it  was  stopped. 

The  success  of  the  Pretender  in  Scotland  in  1745 
caused  a  disturbance  of  credit,  when  the  notes  of  the  Bank 
of  England  fell  to  10  per  cent,  discount. 

The  year  1763  was  remarkable  as  being  the  first  of  a 
series  of  commercial  crises  caused  by  a  too  great  expan- 
sion of  credit.  A  large  number  of  failures  amongst  the 
merchants  of  Hamburg  affected  those  trading  with  that 
place,  and  in  order  to  stop  the  panic  the  Bank  of  England 
made  advances  to  the  extent  of  £1,000,000. 

The  commercial  speculations  of  1772  created  another 
panic ;  this  was  exemplified  by  the  number  of  bankrupt- 
cies, which  amounted  to  525.  The  failure  of  Messrs. 
Heale  &  Co.,  bankers  in  Threadneedle  Street,  intensified 
the  panic,  and  consequently  the  Bank  of  England's  aid 
was  necessary  to  restore  confidence. 

After  the  close  of  the  American  War  in  1782,  a  large 
expansion  of  our  foreign  trade  occurred.  Speculation 
became   active,  and   this   combined  with   an   injudicious 
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issue  of  notes  by  the  Bank  caused  a  drain  of  specie,  which 
almost  caused  it  to  suspend  cash  payments.  It  is 
stated  that  the  country  bankers  supported  all  kinds  of  wild 
projects  by  means  of  the  issue  of  bank  notes,  and  when 
called  upon  to  pay  them  were  unable  to  do  so. 

In  the  panic  of  1793  no  less  than  100  out  of  a  total  number 
of  400  country  banks  stopped  paj^ment,  and  the  remainder 
were  in  a  critical  condition.  The  commercial  crises  were 
attributed  to  the  monopoly  of  the  Bank  of  England,  com- 
bined with  its  restricted  issue  of  notes  at  times  when  a 
stringency  of  the  money  market  existed.  The  fact  of  a 
previous  destruction  of  wealth,  combined  with  a  deprecia- 
tion in  the  value  of  commodities,  was  overlooked.  No 
doubt  the  private  bankers  supported  speculation  by  the 
issue  of  notes,  but  this  was  not  of  itself  sufficient  to  cause 
a  crisis. 

The  discussions  on  the  currency,  however,  had  a  good 
effect,  because  the  Bank  Charter  Act  of  1844,  which  secured 
the  convertibihty  of  the  note,  was  the  outcome  of  such 
deliberations. 

After  the  American  War  there  was  a  period  of  prosperity 
throughout  Europe.  The  usual  course  of  events  followed, 
viz.,  an  era  of  speculation.  This  was  shown  by  the  Bank 
of  England's  note  circulation,  which  rose  from  £6,000,000 
in  1784  to  £11,500,000  in  1792.  In  the  autumn  of  the 
latter  year  a  series  of  failures  occurred.  On  the  15th 
February,  1793,  a  house  of  considerable  magnitude,  deep 
in  corn  speculations,  failed,  and  on  the  19th  the  Bank  of 
England  refused  to  discount  the  bills  of  Lane,  Son  & 
Eraser,  and  that  firm  suspended  payment  next  day  with 
KabiHties  of  nearly  £1,000,000.  A  great  number  of  re- 
spectable firms  were  involved  through  this  failure.  In 
the  meantime  the  panic  affected  the  bankers.  The  failure 
of   banks   commenced   at   Newcastle,   and    although   the 
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partners  in  the  banks  at  that  place  were  opulent,  yet 
their  assets  were  locked  up  in  securities  which  could  not 
be  realised,  and  consequently  they  were  obhged  to  sus- 
pend payment.  The  banks  of  Exeter  and  of  the  West  of 
England  were  almost  the  only  institutions  which  survived 
the  crisis. 

The  failures  were  attributed  to  houses  issuing  notes 
without  a  sufficient  reserve. 

A  committee  of  the  House  of  Commons  recommended 
the  issue  of  exchequer  bills,  which  was  adopted  by  the 
Government  and  had  the  effect  of  restoring  confidence. 
When  it  was  known  that  capital  could  be  borrowed  then 
the  alarm  subsided. 

The  next  banking  crisis  occurred  in  1797,  when  some 
banks  at  Newcastle  were  in  difficulties,  and  the  situation 
became  so  critical  that  an  Act  was  passed  allowing  the 
Bank  of  England  to  suspend  payment.  It  was  thought 
that  the  laws  affecting  the  Bank  of  England  and  also  of 
the  currency  were  the  cause  of  financial  troubles,  but  as 
Professor  Jevons  states  at  a  later  period  :  "I  must  main- 
tain then  that  under  the  present  system  the  English 
currency  is  governed  by  the  natural  laws  of  supply  and 
demand  of  a  metaUic  currency  and  not  merely  by  artificial 
regulations.  If  the  terms  are  interpreted  aright  we  have 
already  a  natural  and  free  trade  system  of  currency,  and 
I  venture  to  take  this  auspicious  expression  free  trade 
from  those  who  use  it  wrongly,  and  who  confuse  the  free 
manufacture  of  currency  with  free  trade  in  capital,  the 
true  business  of  the  banker." 

In  1807  the  South  American  Continent  became  inde- 
pendent, and  speculation  with  that  country  was  soon  at 
its  height.  It  is  stated  that  clerks  with  about  £100 
capital  were  allowed  by  the  banks  to  have  discount 
accounts  amounting  from  £5000  to  £10,000.      By  such 
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means  the  bankers  supported  speculations,  and  conse- 
quently credit  sustained  a  shock  in  1810. 

We  have  the  following  report  of  it :  "  The  failures 
of  houses  of  the  highest  respectability  both  at  Lon- 
don and  at  different  provincial  towns  of  Great  Britain 
have  within  the  last  month  (August,  1810)  been  unpre- 
cedented in  number  and  importance.  A  West  India 
broker  who  had  been  considered  the  first  in  his  line  was, 
we  are  told,  the  prime  cause  of  the  stoppage  of  a  banking 
house  whose  credit  was  previously  unimpeached.  The 
several  banks  in  the  country  connected  with  the  London 
house  of  course  shared  his  fate,  and  from  them  the  evil 
spread  to  merchants  and  manufacturers,  traders,  and  in 
short  to  the  very  servants  and  dependants  of  these.  .  .  . 
Speculation  in  Spanish  wool,  an  article  which  has  fallen 
about  50  per  cent.,  was  considered  as  the  origin  of  the 
unlooked-for  disaster." 

Fourteen  years  later,  viz.,  in  1824,  speculation  was 
again  active.  The  people  had  entirely  forgotten  their 
losses  through  lending  so  much  capital  to  South  America. 
A  large  number  of  companies  were  floated  for  constructing 
railroads,  mines,  canals,  gas,  etc.,  in  number  about  624, 
with  a  nominal  capital  of  £372,000,000.  This  was  followed 
by  a  rapid  rise  of  prices,'  but  in  a  very  short  time  there 
was  a  corresponding  fall. 

The  bankers  lent  money  to  persons  who  speculated  in 
all  kinds  of  commodities.  They  were  able  to  do  this  by 
means  of  issuing  a  large  amount  of  bank  notes,  which 
however  they  could  not  pay  on  demand.  Unbounded 
credit  was  followed  by  distrust,  and  a  run  upon  the 
banks  quickly  followed.  The  Bank  of  England  very  un- 
wisely refused  to  discount  any  more  bills,  and  this 
intensified  the  crisis,  which  culminated  in  a  panic. 

On  the  22nd  November,  1825,  Sir  W.  Elford's  bank  at 
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Plymouth  stopped  payment,  and  this  was  followed  by 
Wentworth  &  Co.,  a  great  Yorkshire  firm,  the  well-known 
house  of  Messrs.  Pole  &  Co.,  besides  three  or  four  more 
London  banks  and  sixty-three  country  banks.  On  the 
proposition  of  the  Government,  the  Bank  of  England 
issued  £1,000,000  of  £1  notes,  which  fortunately  happened 
to  be  in  their  possession,  and  also  lent  large  sums  by 
means  of  discounting  bills.  These  measures  afforded 
great  relief  to  the  merchants  in  London, 

The  Bank  of  England's  note  circulation  rose  from 
£19,000,000  (August,  1825)  to  £25,000,000  (February, 
1826). 

The  bankers  suffered  immensely  from  want  of  confi- 
dence, and  they  tried  every  possible  scheme  to  stop  the 
run. 

A  Cambridge  bank  advertised  that  it  would  afford  every 
facihty  to  the  holders  of  its  notes  for  the  purpose  of 
having  them  exchanged  for  gold  or  notes  of  the  Bank  of 
England. 

An  Oxford  bank  showed  so  much  gold  on  its  counter 
that  every  one  was  satisfied  as  to  its  position,  and  one  at 
Norwich  stopped  the  run  by  displaying  large  quantities  of 
Bank  of  England  notes  upon  its  counter. 

The  following  tables  will  show  the  fluctuations  in  prices 
and  the  effect  of  the  crisis  on  the  Bank  of  England  : — 


SHARES  IN  1824. 


1    Dec.  10,  1824. 

Jan.  11,  1825.   \ 

Anglo -Mexican     . 
Brazilian      .... 
Columbian    .... 
Real  del  Monti     . 
United  Mexican  .        . 

10  paid 
10     „ 
10     „ 
70     „ 
10     „ 

33  pm 
lOdis 
19  pm 
£530 
£35 

158  pm 

70 

82 

£1350 

£155 
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Cotton  per  lb.  . 

Indigo 

Spices  (Cinnamon) 

Tobacco   . 

Silk . 

Sugar 

Coffee 

Saltpetre . 

Iron 

Lead 


July  to  Nov., 
1824. 


7^d.  to  9d. 

10/4  to  12/10 

6/9  to  7/ 

2/  to  7/ 

16/6  to  23/ 

29/llf 

58/  to  60/ 

19/  to  20/ 

£6  to  £7 

£23 


Dec. ,  1824,  to 
June,  1825. 


1/4  to  1/6^ 
21/  to  24/ 
11/6  to  12/ 

3/  to  9/ 
18/  to  29/10 

41/5 

76/  to  79/ 

34/ to  36/ 

£11  to  £12 

£30 


Jan.  to  June, 

1826. 


6id.  to  7id. 
13/6  to  15/6 

6/  to  6/9 

3/  to  8/6 

13/3  to  16/ 

28/7i 

47/  to  49/ 

22/  to  24/ 

£8  to  £9 

£22 


SYNOPSIS  OF  CRISIS  OF  1824. 


Date. 

Notes  under 
£5. 

Notes  of  £5         Total 
and  Bank     Circulation. 
Post  Bills. 

Bills 
Discounted. 

Bullion. 

1822,  31st  Aug. 

1823,  28th  Feb. 
„      30th  Aug. 

1824,  28th  Feb. 
„      31st  Aug. 

1825,  28th  Feb. 
„      31st  Aug. 

1826,  28th  Feb. 
„      31st  Aug. 

£ 
855,330 
681,500 
548,500 
486,130 
443,140 
416,730 
396,340 
1,375,250 
1,161,000 

£ 
16,609,000 
17,716,000 
18,683,000 
19,251,000 
19,689,000 
20,337,000 
19,002,000 
24,092,000 
20,402,000 

£ 
17,464,000 
18,392,000 
19,231,000 
19,736,000 
20,132,000 
20,754,000 
19,398,000 
25,467,000 
21,500,000 

3,388,000 
4,107.000 
2,801,000 
2,227,000 
2,449,000 
2,466,000 
5,486,000 
9,597,000 
2,950,000 

£ 

10,100,000 

10,400,000 

12,600,000 

13,800,000 

11,700,000 

8,700,000 

3,600,000 

2,400,000 

6,700,000 

The  country  soon  recovered  from  the  effects  of  this 
crisis,  and  scarcely  ten  years  had  elapsed  before  the  mania 
for  speculation  was  again  rife. 

There  were  a  large  number  of  joint-stock  companies 
formed  for  the  following  projects,  viz. :  banks,  railways, 
canals,  gas,  mining,  insurance,  etc.  During  the  years 
1836-1837  between  300  and  400  companies  were  formed. 

In  America  there  was  a  great  deal  of  speculation,  which 
led  to  the  failure  of  250  houses  in  1837. 

The  Bank  of  England  was  censured  for  its  conduct  during 
this  crisis.  It  refused  to  discount  all  bills  bearing  the  indorse- 
ments of  joint-stock  banks.  It  also  sent  orders  to  Liverpool 
stating  that  no  merchants  dealing  with  the  United  States 
were  to  be  allowed  to  have  their  bills  discounted.  This 
action  on  the  part  of  the  Bank  of  England  intensified  the 
panic.     The  bullion  in  the  Bank  rapidly  decreased  : — 
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January,  1834        .        .        Circulation 

18,000,000 

Bullion 

9,500,000 

„          1836         .         .      ^  Circulation 

18,000,000 

Bullion 

• 

4,500,000 

SYNOPSIS  OF  CRISIS 

OF 

1837. 

Date. 

Circulation. 

Bullion. 

Bills 
Discounted. 

1834,  25th  February 
„      26th  August    . 

1835,  24th  February 
„      25th  August    . 

1836,  20th  February 
„     30th  August   . 

1837,  28th  February 
„      29th  August  ". 

1838,  27th  February 
„     28th  August   . 

£ 
19,050,000 
19,195,000 
18,510,000 
18,085,000 
18,181,000 
18,018,000 
18,165,000 
18,827,000 
18,925,000 
19,488,000 

£ 
9,225,000 
7,303,000 
6,289,000 
6,255,000 
7,787,000 
5,250,000 
4,077,000 
6,548,000 
10,471,000 
9,540,000 

£ 
1,800,000 
2,500,000 
2,100,000 
2,600,000 
2,900,000 
4,400,000 
11,200,000 
5,100,000 
3,200,000 
2,900,000 

This  crisis  was  folio-wed  by  another  in  1839.  A  succession 
of  bad  harvests,  the  financial  condition  of  America,  and  the 
bad  state  of  credit  all  over  Europe  were  the  cause  of  it. 

In  September  of  that  year  the  bullion  in  the  Bank  of 
England  was  reduced  to  £2,816,000,  and  the  Bank  was 
obliged  to  borrow  i;2,000,000  from  the  Bank  of  France 
in  order  to  strengthen  its  position.  The  rate  of  discount 
rose  from  3|  per  cent,  to  6  per  cent.  (October). 

Prior  to  the  passing  of  the  Bank  Act  of  1844,  it  was 
the  custom  of  the  Bank  to  keep  one-third  of  its  liabilities 
in  gold.  When  the  Act  was  passed  in  1844,  it  was 
supposed  that  all  these  commercial  disasters  which  had 
affected  banker  and  trader  alike  would  entirely  disappear. 
Unfortunately,  three  years  later  it  was  discovered  that 
panics,  destruction  of  capital  and  high  rates  of  interest 
would  occur  from  time  to  time,  just  as  was  the  case  prior 
to  the  passing  of  the  Act. 

Some  people  believed  that  the  laws  regulating  the  issue 
of  bank  notes  were  the  cause  of  those  events  which 
affected  the  trade  of  the  country.  They  beHeved  that  if 
the  note  circulation  was  placed  on  a  satisfactory  basis,  no 
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more  panics,  etc.,  would  occur.  The  real  cause  of  these 
disasters  was,  unfortunately,  not  studied.  We  have 
already  mentioned  that  many  errors  have  arisen  in  con- 
sequence of  questions  relating  to  banking  and  currency 
being  treated  together. 

This  was  shown  in  the  crisis  of  1847,  when  Sir  Eobert 
Peel's  Act  was  attacked  on  all  sides.  No  doubt  the 
opposition  was  partly  due  to  its  promoters.  They  stated 
that  the  Act  would  work  wonders  and  completely  alter 
the  commercial  transactions  of  the  country. 

The  crisis  of  1847  was  very  similar  to  those  which  had 
previously  occurred.  A  great  accumulation  of  capital  led 
to  a  great  want  for  new  investments.  This  increase  of 
capital  was  shown  by  the  large  amount  of  buUion  in  the 
Bank  of  England,  Government  Stock  being  at  par,  and 
also  by  low  rates  of  interest. 

The  following  were  the  rates  : — 

7th  September,  1844,  to  11th  October,  1845  =  2J  per 
cent. ;  then  3  per  cent.,  Sh  per  cent,  back  to  3  per  cent., 
and  rising  to  4  per  cent.,  23rd  January,  1847. 

Mr.  Cotton,  the  Governor  of  the  Bank  of  England, 
stated  that  the  true  cause  of  the  crisis  was  the  great 
number  of  investments  in  speculative  enterprises,  more 
than  the  capital  of  the  country  would  permit,  the  propor- 
tion of  fixed  to  floating  capital  being  far  too  great. 

These  speculative  enterprises  were  chiefly  in  railways, 
cotton  and  iron.  The  failure  of  the  potato  crop  in  Ireland 
and  a  deficient  harvest  in  this  country  required  more  capital, 
but  owing  to  the  previous  lock  up  there  was  a  deficiency. 

The  large  imports  of  grain  from  abroad  caused  a  sudden 
fall  in  prices  and  led  to  the  failure  of  many  houses  in 
Mark  Lane.  The  Bank  of  England  refused  to  lend  money  on 
stock  or  exchequer  bills,  and  credit  was  very  much  shaken. 
This   led    to   the   failure  of   many  banks,   including  the 
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Eoyal  Bank  of  Liverpool,  the  Liverpool  Banking  Co., 
and  the  Union  Bank  of  Newcastle. 

The  London  merchants  asked  the  Government  to 
suspend  the  Bank  Act,  and  v^hen  this  was  agreed  upon,  the 
mere  announcement  had  the  desired  effect  in  restoring 
confidence,  although  no  infringement  of  the  Act  occurred. 
It  seems  to  be  the  best  policy  for  the  Bank  of  England  to 
lend  freely  during  times  of  commercial  crisis.  If  people 
know  that  money  can  be  obtained  at  a  price,  they  are 
not  so  eager  to  get  accommodation.  By  such  means  a 
crisis  may  not  develop  into  a  panic. 

The  Bank  of  England  raised  its  rate  from  5  per  cent, 
to  5 J  per  cent.,  and  finally  to  8  per  cent.  The  discounts 
of  that  institution  increased  to  an  enormous  extent : — 


Discounts- 


-1844 

2nd  October,  1847 
9th  „  1847 
23rd      „  1847 


£ 
2,000,000 

10,000,000 

11,000,000 

12,500,000 


The  reserve  was  reduced  from  i;'3,409,000,  2nd  October, 
1847,  to  £1,176,000,  30th  October,  1847. 

SYNOPSIS   OF   CRISIS   OF   1847. 


Date. 

Circulation. 

Bullion. 

Reserve. 

Bills 
Discounted. 

1 

Amount 

of 
Exports. 

£ 

£ 

£ 

£ 

£           1 

1841.  27th  Feb. 

16.411,000 

4,400,000 

... 

5 

„     31st  Aug. 

17.530,000 

4,800,000 

5 

51  •500000 

1842,  28th  Feb. 

17,013,000 

6,300.000 

4 

47-300000 

,,     31st   Aug. 

20,071.000 

9.800,000 

5 

1843,  28th  Feb. 

20,284.000 

11,100,000 

4 

52-200000 

,,     31st  Aug. 

19,939,000 

12,300.000 

4 

58-500000 

1844,  29th  Feb. 

21.148,000 

16,200,000 

4 

„     31st  Aug. 

20,480,000 

16,315,000 

7,732.000 

2.141,000 

2i 

60100000 

1845,  28th  Feb. 

19,802,000 

15,263,000 

8,889,000 

2.422,000 

2| 

,,      30th  Aug. 
1846,  28th  Feb. 

21,059.000 

15,692,000 

7,959,000 

4,445.000 

3i 

57-700000 

20,921,000 

13,776,000 

6,691,000 

13,137,000 

3 

,,     29th  Aug. 

20,426,000 

16.366,000 

9,450,000 

6,067,000 

4 

58-8()()000 

1847,  27th  Feb. 

19,330.000 

12.045,000 

6,017.000 

8,879,000 

6§ 

,,     28th  Aug. 

18,236.000 

9,146.000 

4.330,000 

9.163,000 

5 

,,     2nd     Oct. 

18,712.000 

8,565.000 

3.409,000 

10,399.000 

5 

,,     9th 

18,640.000 

8,409,000 

3,322.000 

10.978,000 

5^ 

.,      15th     ,, 

19,360,000 

8.431,000 

2.630.000 

11.907,000 

,,     23rd     ,, 

20,318,000 

8,313,000 

1,547,000 

12.492,000 

8" 
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PRICES   OF   RAILWAY  IRON. 


1843 
1844 
1845 
1846 
1848 


£ 

s. 

D. 

. 

6 

9 

4 

per 

ton 

6 

14 

3 

>> 

10  15  10 

>» 

10 

6 

8 

>5 

6 

2 

10 

>> 

Consols  fell  to  85. 

The  next  crisis  occurred  in  1857.  This  was  principally 
due  to  merchants  who  had  speculated  far  beyond  their 
capital  by  means  of  fictitious  credit.  Money  was  obtained 
from  the  bankers  by  means  of  accommodation  bills,  or 
bills  supposed  to  be  drawn  against  value  received. 

There  was  also  a  great  deal  of  speculation  in  America, 
and  the  failure  of  many  houses  in  that  country  directly 
affected  those  banks  in  the  United  Kingdom  which  held 
American  bills.  No  less  than  150  banking  houses  in 
America  failed,  and  this  was  the  cause  of  many  banks 
suspending  payment  in  this  country.  The  Boro'  Bank  of 
Liverpool,  the  Western  Bank  of  Scotland,  the  City  of 
Olasgow  Bank,  Sanderson  &  Co.,  and  Dennistoun  &  Co., 
■closed  their  doors. 

The  directors  of  the  Bank  of  England  appealed  to  the 
Government  for  a  suspension  of  the  Bank  Act.  When 
this  was  done  on  12th  November,  1857,  the  mere 
announcement  had  a  good  effect,  because  it  was  the 
means  of  restoring  confidence.  Although  the  Act  was 
suspended,  the  notes  issued  in  excess,  without  any  reserve 
of  bullion,  only  amounted  to  £'800,000.  This  shows  that 
the  suspension  of  the  Act  did  not  in  itself  do  any  good, 
but  it  was  the  means  of  allaying  the  wild  alarm  that 
existed  in  the  country.  The  loans  advanced  by  the  Bank 
of  England  on  private  securities  increased  from  £20,404,000 
to  £31,350,000.  A  high  rate  of  interest  was  charged,  to 
prevent  those  who  really  did  not  require  advances  from 
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obtaining  loans.  The  reserve  of  the  Bank  was  reduced 
from  £i,606,000,  3rd  October,  1857,  to  £957,000,  14th 
November,  1857. 

PRICES   TN   1857. 


Bengal  Silk 
Tallow  . 
Sugar     . 
Cotton  . 
Tea 


July,  1857. 
15s.  to  33s.  6d. 
.  80s.      . 
.    55s.      . 
.  7d.        . 
.  Is.  3d. 


January,  1S58. 

lis.  to  24s. 
.    60s. 
.    35s. 
.    6d. 
.    Is. 


Taken  generally,  a  fall  of  20  to  30  per  cent. 
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The  Economist  gives  the  following  account  of  the 
securities  which  were  circulating  in  the  market : — 

"  Such  securities  were  a  pure  speculation  on  the  future, 
and  a  speculation  subject  to  one  principal  and  many 
smaller  casualties. 

"  Take  the  case  of  a  railway ;  the  line  must  be  finished 
and  placed  in  actual  working  before  the  obligations  repre- 
senting its  cost  can  have  any  ascertained  value  at  all.  An 
unfinished  railway  or  dock  has  no  value  whatever.  In 
the  second  place  the  line  must  not  only  be  finished  and 
actually  worked,  but  in  order  to  impart  value  to  the  bonds 
and  shares  there  must  be  a  positive  profit  surplus.  The 
difference  between  securities  such  as  these,  wholly  de- 
pendent upon  future  and  uncertain  events  to  happen  at 
distant  and  irregular  dates  and  fiable  to  become  worthless 
by  the  premature  stoppage  of  the  undertaking,  and  the 
class  of  securities  which  long  experience  has  shown  to  be 
best  suited  to  the  requirements  of  the  bankers  and  money 
dealers,  is  not  marked  in  its  character,  but  so  wide  and 
glaring  as  to  prepare  any  prudent  person  to  expect  mis- 
chief." 

After  this  crisis  trade  revived,  and  a  large  number  of 
finance  companies  were  formed  for  the  purpose  of  pro- 
moting all  kinds  of  imaginary  profits.  From  1858  to 
1868,  800  companies  were  formed  with  a  nominal  capital 
of  £504,000,000,  including  for  the  year  1866  alone,  75 
companies  with  a  capital  of  £61,000,000. 

Companies  in  1866.  Capital. 

17  Banks 25,000,000 

25  Finance 9,000,000 

9  Insurance 7,000,000 

24  Shipping         .         .         .         .         •         •  20,000,000 

The  new  banks  transacted  all  kinds  of  business  with 
foreign  countries,  and  their  success  depended  largely  upon 
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the  state  of  trade  with  those  countries.  The  finance 
companies  advanced  money  upon  all  kinds  of  under- 
takings through  the  medium  of  bills  kept  in  circulation. 

The  crisis  of  1866  was  started  by  the  failure  of  Messrs. 
Overend,  Gurney  &  Co.  This  house,  which  had  then 
been  recently  converted  into  a  company,  was  in  its  earHer 
days  eminently  successful.  It  is  stated  that  in  the  year 
1860  the  partners  divided  £190,000  as  profit.  Its  position 
in  the  money  market  was  supposed  to  be  of  the  highest 
character,  so  that  the  announcement  of  the  failure  had  a 
disastrous  effect.  Lombard  Street  was  impassable,  and  it 
was  stated  that  no  such  panic  had  taken  place  since  1825. 

Overend,  Gurney  &  Co.  had  lent  money  to  support  all 
kinds  of  speculative  enterprises,  including  the  building  of 
ships  for  the  increased  trade  of  the  country. 

The  following  account  gives  a  graphic  description  of 
the  great  excitement  caused  by  the  stoppage : — At  mid- 
day the  panic  was  at  its  height.  The  demand  for  accom- 
modation at  the  Bank  of  England  was  very  great.  Its 
reserve  fell  to  £730,000,  although  three  weeks  earlier  it 
stood  at  £5,844,000.  Its  loans  on  private  .  securities 
increased  from  £18,507,000  to  £33,447,000.  The  rate  of 
interest  rose  to  10  per  cent.,  and  remained  at  that  figure 
for  88  days. 

The  directors  asked  the  Government  to  suspend  the 
Bank  Act.  This  was  granted,  and  its  announcement  had 
the  same  effect  as  in  former  years.  Confidence  was  re- 
stored, but  no  infringement  of  the  Bank  Act  took  place. 

The  following  table  will  show  the  bank  rate  in  panic 
years : — 

1797  to  1837,  bank  rate  5  to  4  per  cent. 
1839  „    6  per  cent. 

1847,  2nd  Oct.   „    5^   „    \ 

„  23rd  Oct.  „    8    „    Vpanic  year. 

„  20th  Nov.  ..    7    .. 
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1857, 3rd  Oct.,  bank  rate  5^  percent. 


„     24th  Oct.     „ 

8         „ 

[-panic  year 

„     20th  Nov.    „ 

7         „         J 

1859 

2^      „ 

1860 

5 

1861 

6 

1862  to  1863 

3  to  4  per  cent. 

End  of  1863 

8  per  cent. 

1864,  Sept. 

9 

1866,  25th  April    „ 

6 

„     2Dd  May      „ 
„     9th  May       „ 

7         „ 
9 

-panic  year. 

„     16th  May     „ 

10        „         J 

The  effect  of  the  panic  of  1866  was  so  ^reat  that  Lord 
Clarendon  issued  a  despatch  to  foreign  states,  informing 
them  that  although  the  country  had  sustained  serious 
losses,  yet  its  trade  was  still  bond  fide. 

The  banks  that  failed  in  1866,  besides  Barned's  Bank 
at  Liverpool,  were  the  following  : — 

Overend,  Gurney  &  Co. 
English  Joint-stock  Bank. 
Oriental  Commercial  Bank. 
New  Zealand  Banking  Co. 
Hallett,  Ommaney  &  Co. 
Imperial  Mercantile  Credit. 
Commercial  Bank  of  India. 
European  Bank. 
Robinson,  Coryton  &  Co. 
Alliance  Financial. 
Bank  of  London. 
Consolidated. 
Agra  &  Masterman. 


Price  of  Bank  Shares. 

1865. 

Jan.  1,  1866. 

May  12, 1866. 

Agra  &  Masterman 

86  pm 

33  pm 

1  dis 

Alliance 

lOi 

4i 

10 

Barned 

Bank  of  London  . 

22 

13  pm 

15' 

City       .         . 

15 

12 

5|  pm 

Commercial  of  India 

7 

5 

no  price 

Hindustan    . 

6 

8 

16  dis 

London  and  County 

63 

59 

47ipm 

Joint-stock   . 

41 

36 

27 

London  and  Westminster 

80 

77 

70 

Union  of  London 

30 

39 

32 
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SYNOPSIS  OF  CRISIS  IN  1866. 


1 

Date.            Circulation. 

Bullion. 

Reserve. 

Bills 
Discounted. 

Rate. 

Deposits  in 
Banks. 

Exports. 

£ 

£ 

£ 

£ 

£ 

1863,  Feb.  25 

19,117,000 

14,614,000 

9,253,000 

7,066,000 

4 

54,000,000 

144-600,000 

„      Aug.  26 

20,993,000 

15,319,000 

8,141,000 

6,716,000 

4 

1864,  Feb.  24 

19,675,000 

13,819,000 

8,028,000 

7,807,000 

7 

67,000,000 

160-400,000 

„      Aug.  31 

20,738,000 

12,980,000 

6,142,000 

9,141,000 

8 

1865,  Feb.  22 

19,659,000 

14,600,000 

8,254,000 

7,950,000 

5 

67,000,000 

165-800,000 

„      Aug.  30 

21,598,000 

14,490,000 

6,618,000 

9,818,000 

4 

1866,  Feb.  28 

20,768,000 

13,967,000 

7,345,000 

7,253,000 

7 

69,000,000 

188-900,000 

,,      May  2 

22,873,000 

13,509,000 

4,839,000 

8,834,000 

6 

„    9 

22,345,000 

13,156,000 

4,950,000 

9,249,000 

7-8 

... 

„         „     16 

26,121,000 

12,324,000 

731,000 

13,831,000 

9-10 

„     23 

25,469,000 

11,858,000 

831,000 

14,501,000 

10 

... 

... 

,,    30 

26,019,000 

11,879,000 

415,000 

16,512,000 

,,      June  6 

25,453,000 

13,279,000 

2,167,000 

16,003,000 

... 

Since  1866  there  have  been  few  bank  failures  until  the 
year  1878,  although  in  1875  some  of  the  banks  lost  large 
sums  of  money  on  accommodation  bills. 

The  following  is  a  hst  of  failures  of  private  joint-stock 
and  foreign  banks  in  recent  years  : — 

1873  =  5 

1874  =  5 

1875  =  3 

1876  =  2 
1877=... 
1878  =  8 
1885  =  1 

The  large  number  in  1878  included  the  City  of  Glasgow 
Bank,  mentioned  under  Scotch  banking,  and  the  West  of 
England  and  South  Wales  District  Bank.  Both  of  these 
banks  had  lent  to  individual  customers  large  sums  of 
money,  quite  out  of  proportion  to  their  capital. 

The  West  of  England  Bank  had  lent  to  one  firm  nearly 
£500,000,  although  its  capital  was  only  £750,000.  This 
money  was  locked  up  in  the  worst  kind  of  investment, 
viz.,  coUieries,  mines  and  iron  works.  When  the 
directors  endeavoured  to  reaHse  what  they  had  advanced 
upon  those  undertakings,  they  were  unable  to  do  so.  If 
they  had  followed  out   the  rule   imposed  by  law  on  the 
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State  Banks  of  the  United  States,  viz.,  that  no  bank 
should  advance  to  any  one  person  an  amount  exceed- 
ing one-tenth  of  its  capital,  then  it  would  have  been 
impossible  for  the  bank  to  have  failed  v^ith  such  heavy 
liabilities. 

Many  practical  lessons  can  be  learnt  by  studying  these 
commercial  disasters.  Hov^ever,  it  is  impossible  for 
banking  to  progress  if  large  dividends  are  the  sole  aim  of 
the  banks  in  the  United  Kingdom.  Merchants  cannot 
obtain  capital  for  speculative  purposes  unless  the  bankers 
did  not  to  a  great  extent  provide  it.  In  times  of  prosperity 
credit  is  abused,  and  by  this  naeans  the  trader  incurs 
liabilities  which  he  is  unable  to  meet.  This  leads  to  a 
crisis,  and  then  it  is  found  out  that  capital,  not  in- 
come, has  been  spent.  Capital  is  sunk  on  all  kinds  of 
undertakings,  and  cannot  be  reproduced  for  many  years. 
In  the  various  crises  some  of  the  banks  had  lent  money 
upon  mills,  railways,  docks,  mines  and  machinery,  instead 
of  upon  bills  representing  trade  transactions. 

Again,  large  sums  of  money  are  advanced  upon  stocks 
and  shares,  and  this  sometimes  gives  a  fictitious  value  to 
those  securities.  When  a  sudden  fall  in  prices  takes  place, 
the  banker  is  liable  to  incur  losses  on  these  depreciated 
securities.  The  cry  is  raised  during  crises  for  more  notes, 
but  the  trader  does  not  want  credit  documents,  but  a 
sum  of  money  placed  to  his  credit,  against  which  he  can 
draw  cheques. 

Banking  must  always  be  conducted  with  prudence  and 
caution  if  it  is  to  progress  in  this  country.  A  banker  must 
never  forget  that  he  may  be  called  upon  at  any  moment 
to  meet  large  demands. 

Again,  he  ought  always  to  have  a  good  margin  on 
goods  against  which  money  is  advanced,  so  as  to  meet 
any  possible  contingency. 
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Loans  should  only  be  granted  for  short  periods,  because 
it  is  well  known  that  even  within  a  week  there  are 
sometimes  great  changes  in  trade  and  credit. 

Another  important  point  for  the  banker  to  remember 
is  the  difference  between  a  marketable  and  an  unmarket- 
able security. 

We  know  that  Consols  as  an  investment  for  banks 
are  good,  because  the  stock  can  be  sold  at  a  moment's 
notice,  even  in  times  of  commercial  crises.  Thus  during 
the  Baring  crisis  large  amounts  were  sold  without  affecting 
the  price  to  any  great  extent. 

Again,  mortgages  of  property  are  not  such  a  marketable 
security  as  produce; — such  as  tea,  coffee,  or  sugar,  which 
can  be  readily  sold  in  the  market.  It  is  also  always 
worthy  of  notice  that  on  the  Stock  Exchange  there  are 
some  classes  of  securities  which  can  easily  be  sold,  whilst 
others  cannot  be  realised  sometimes  for  months.  Again, 
other  securities  which  are  not  quoted  on  the  Stock  Ex- 
change should  if  possible  be  avoided. 
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CHAPTEK   XIV. 

BANKING   PKOFITS. 
The  Eate   of  Discount. 

If  a  stranger  to  the  great  Metropolis  visited  the  Bank  of 
England  on  a  certain  day  in  the  week,  viz.,  Thursday,  he 
would  witness  a  sight  which  might  somewhat  puzzle  him. 
He  might  observe  in  one  of  the  corridors,  a  crowd  of 
persons,  composed  of  telegraphic  messengers,  officials 
from  various  banks,  discount  houses  and  other  kindred 
institutions,  waiting  patiently  until  a  notice  is  displayed 
on  the  wall,  stating  that  the  rate  of  discount  is  so  much 
per  cent.,  or  that  no  alteration  has  been  made.  Immedi- 
ately this  announcement  takes  place,  the  crowd  quickly 
disappears.  All  this  excitement  would  naturally  puzzle 
a  stranger,  and  he  might  ask  a  series  of  questions 
such  as — What  is  the  meaning  of  the  term  discount? 
Why  should  the  Bank  of  England  fix  the  rate?  And 
again.  What  causes  the  rate  to  fluctuate  ? 

We  shall  endeavour  to  answer  some  of  these  questions, 
which  are  of  great  importance  to  the  mercantile  world. 
These  changes  in  the  bank  rate  of  discount  are  especially 
important  to  the  banks  of  this  country,  because  their 
profits  or  dividends  are  largely  dependent  upon  the  rate  of 
interest.  At  every  bank  meeting  reference  is  made  by  the 
chairman  to  the  rate  of  interest  ruling  in  the  mon'ey 
market  during  the  preceding  six  months,  and  what  effect 
such  rate  has  had  upon  the  profits  of  that  particular  bank. 
The  causes  and  effects  of  such  changes  are  rather  of  a 
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complex  character,  because  every  year  the  English  money 
market  has  to  take  note  of  new  developments  of  trade  and 
commerce. 

As  Prof.  Marshall  justly  stated  at  a  meeting  of  the 
British  Association  :  "  When  economic  problems  become 
more  complex  every  year,  the  necessity  of  studying  them 
from  many  different  points  of  view,  and  in  many  different 
connections,  becomes  more  urgent  ". 

The  Bank  of  England,  being,  we  might  say,  the  most 
important  storehouse  of  capital,  has  assumed  the  responsi- 
bility of  fixing  the  price  for  the  loan  of  capital.  The 
variations  in  the  amount  of  loanable  capital  existing  in 
this  country  cause  the  price  to  fluctuate. 

There  are  various  forms  of  capital,  but  there  is  only  one 
which  concerns  us — and  that  is  floating  or  circulating 
capital.  This  kind  of  capital  has  been  defined  by  J.  S. 
Mill  as  that  "  which  fulfils  the  whole  of  its  office  in  the 
production  in  which  it  is  engaged  by  a  single  use  ".  Other 
kinds,  such  as  houses,  land,  machinery,  etc.,  it  will  not  be 
necessary  to  consider,  although  the  income  derived  from 
such  property  would  increase  the  amount  to  be  utilised  as 
loans  by  those  who  can  profit  by  its  employment.  Capital 
is  said  to  be  the  result  of  saving,  or  a  sacrifice  of  present 
enjoyment  for  the  sake  of  the  future. 

The  money  income  derived  from  the  loan  of  capital  is 
called  interest,  but  we  find  the  term  discount  used  at  the 
Bank  of  England.  This  word,  however,  in  reality  means 
the  same  as  interest,  because  discount  is  the  difference 
between  a  sum  of  money  due  at  a  future  period  and  its 
present  value,  or  a  deduction  that  is  made  from  the  amount 
of -a  debt  that  is  paid  before  it  is  due.  The  amount 
deducted  depends  upon  the  value  of  money  or  what  we 
term  interest. 

There  are  other  large  houses  grouped  around  the  Bank 
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of  England,  and  the}^  collectively  are  known  as  the  organ- 
ised market  for  the  loan  of  capital,  or,  in  other  words,  the 
money  market. 

When  we  are  standing  inside  the  Bank  of  England  w^e 
are,  as  it  were,  in  the  centre  of  the  market. 

The  value  of  money,  Hke  every  other  commodity,  is  de- 
pendent upon  the  laws  of  supply  and  demand,  but  it  dififers 
from  other  commodities  in  being  liable  to  great  fluctua- 
tions. 

Like  the  value  of  iron,  tea  or  coal,  the  price  for  the  loan 
of  capital  depends  upon  the  state  of  the  market. 

In  the  money  market,  however,  we  do  not  ask  the  price 
of  capital,  but  the  rate  of  interest.  Thus  price  and  interest 
with  regard  to  capital  would  be  synonymous. 

We  will  endeavour  to  state  briefly  some  of  the  causes 
which  affect  the  supply  of  capital.  We  have  seen  that 
the  accumulations  of  capital  are  dependent  upon  self-denial. 
The  people  forego  pleasures  for  the  sake  of  future  enjoy- 
ments. An  increase  of  sicrphts  income  above  the  necessaries 
of  life  augments  the  power  to  save,  and  an  increased  re- 
gard for  the  future  increases  the  will  to  save.  Capital  is 
originated  by  these  means  ;  and  then  we  have  people 
who  become  possessed  of  it  and,  not  requiring  the  same 
for  their  own  use,  are  so  eager  to  lend  it  to  others  that 
they  will  accept  a  constantly  lower  and  low6r  rate  of 
interest. 

We  have  therefore  fluctuations  of  interest  caused  by  an 
eagerness  to  lend. 

Again,  the  accumulations  of  capital  are  dependent  upon 
the  rate  of  interest.  If  the  rate  is  high,  people  save  in 
order  to  obtain  the  advantage  of  a  large 'return  for  their 
capital.  If  on  the  other  hand  the  rate  is  low,  the  return 
is  too  small  for  the  effort  required  to  save. 

The  following  formula  shows  how  capital  accumulates  at 
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69 

compound  interest.      Thus  if  I  =  rate  of  interest,  then   -y- 

=  the  number  of  years  for  a  sum  of  money  to  double  itself. 
Thus  if  I  =  5,  then  a  sum  of  money  would  double  itself 
in  13 '8  years. 

At  the  present  time  the  growth  of  capital  does  not  show 
any  sign  of  overtaking  the  growth  of  the  scope  for  its 
employment.  It  however  happens  that  at  stated  periods 
there  is  a  vast  accumulation  of  capital,  but  in  consequence 
of  previous  losses  there  is  a  want  of  confidence  and  con- 
sequently a  dearth  of  new  undertakings. 

"  In  the  market  the  rate  of  interest  cannot  fall  beyond 
that  hmit  at  which  it  only  offers  just  sufficient  inducement 
to  those  who  are  on  the  margin  of  doubt  whether  to  save 
or  not.  For  if  it  did  there  would  be  a  gradual  shrinkage 
of  capital  relatively  to  the  growing  demand  for  it.  Its 
marginal  utility  would  rise  in  consequence  of  this  relative 
scarcity,  and  therefore  the  rate  of  interest  which  is  paid 
as  the  price  of  loans  would  rise  also." 

With  regard  to  the  demand  for  capital  we  find  it  is 
largely  dependent  upon  the  population,  the  natural  re- 
sources of  the  country,  and  the  state  of  trade.  Thus  the 
demand  would  vary  with  the  prosperity  of  the  country. 

The  commercial  business  transactions  of  this  country 
are  effected  by  means  of  borrowed  capital.  The  trader 
enters  one  of  the  storehouses  of  capital  designated  a  bank, 
and  borrows  capital  for  which  he  pays  a  certain  rate  of 
interest.  With  this  capital  he  is  able  to  purchase  goods, 
and  sell  again  at  a  profit  after  paying  interest  to  the  bank 
for  the  loan  of  the  same.  The  trader's  net  profit  would 
be  the  difference  between  the  amount  paid  to  the  banker 
and  the  amount  charged  to  the  purchaser  of  his  goods. 

One  of  the  reasons  why  the  trade  of  this  country  has 
progressed  so  rapidly  is  due  to  the  fact  that  capital  can  be 
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borrowed  at  a  low  rate  of  interest.  We  have  given  some 
elementary  principles  with  regard  to  the  laws  of  supply 
and  demand  in  connection  with  capital,  and  have  also 
stated  that  unlike  other  commodities  it  is  subject  to  great 
fluctuations.  Although  we  shall  consider  these  fluctua- 
tions, yet  it  will  be  convenient  to  mention  at  this  point 
why  capital  is  subject  to  great  changes.  The  great  force 
at  work  which  causes  such  changes,  is  the  state  of  credit. 
The  greater  portion  of  the  capital  of  the  country  finds  its 
way  into  the  banks,  because  the  depositors  trust  such 
institutions  with  their  surplus  funds.  The  banks  must 
find  borrowers  who  require  the  loan  of  capital,  or  else  it 
would  lie  idle  and  no  profit  would  be  made.  This  is 
especially  the  case  when  the  banks  allow  interest  on 
money  deposited  with  them.  The  banks  therefore  act  in 
the  capacity  of  brokers.  On  the  one  hand  they  take 
capital  from  the  depositors  and  lend  it  to  others,  viz.,  the 
borrowers.  We  can  easily  understand  that  if  at  any  time 
public  confidence  in  such  institutions  becomes  shaken, 
capital  may  be  withdrawn  from  the  banks  by  the  de- 
positors. These  institutions  in  order  to  protect  them- 
selves from  any  sudden  withdrawal  of  capital  are  obliged 
to  keep  in  reserve  a  portion  of  their  assets,  which  is  called 
a  reserve  fund,  to  meet  such  contingencies.  The  tendency 
of  the  present  day  is  for  the  banks  to  utilise  capital  as 
much  as  possible  in  order  to  avoid  any  waste,  that  is  to 
say,  to  prevent  capital  from  lying  idle.  This  is  of  course 
beneficial  in  one  way  because  it  increases  the  profits  of 
the  banks,  but  on  the  other  hand  it  makes  our  banking 
system  a  very  delicate  one.  For  example,  in  a  speculative 
period  there  would  be  no  capital  available  to  meet  a 
sudden  demand.  At  such  times  traders  exhaust  their 
credit,  that  is,  they  have  borrowed  in  excess  of  their 
means,  and  have  greater  fiabilities  than  they  can  possibly 
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meet  without  the  assistance  of  the  banks.  We  should 
except,  therefore,  to  see  great  fluctuations  in  the  rate  of 
interest  when  a  speculative  mania  exists,  because  of  a 
dearth  of  capital,  created  in  some  degree  by  small  reserves 
held. 

The  state  of  credit  is  therefore  of  great  importance  in 
relation  to  capital.  We  have  seen  that  a  vast  system  of 
credit  is  founded  upon  the  reserves  of  the  banks,  which 
are  the  great  storehouses  of  capital.  Therefore  any 
increase  or  decrease  in  the  proportion  of  such  reserves 
must  have  a  great  influence  upon  the  rate  of  interest. 

The  following  remarks  of  Mr.  Wynnard  Hooper  at  a 
British  Association  meeting  upon  the  London  money 
market  state  clearly  the  present  position  of  capital.  He 
says : — 

"  The  volume  of  business  is  larger  and  the  liabilities  of 
London  and  the  whole  country  are  much  larger,  but  the 
reserve  held  against  them  is  only  sHghtly  larger  than  was 
the  case  twenty  years  ago.  The  deposits  of  banks  have 
enormously  increased.  Those  of  the  fourteen  principal 
London  banks  have  risen  from  103  millions  in  1870  to 
178  millions  in  1889.  Other  banks'  deposits  have  also 
increased,  and  a  larger  proportion  of  the  deposits  are  kept 
in  London  to  be  lent.  On  the  other  hand,  the  reserve  of 
the  Bank  of  England  is  on  the  average  very  little  larger 
than  it  was  during  1870-9.  Of  course  the  reserve  is  now 
more  efficient  than  it  used  to  be  for  reasons  already  given, 
but  nevertheless  it  is  too  small." 
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CHAPTEK  XV. 

BANK  OF  ENGLAND  KATE. 

There  were  many  reasons  why  the  Bank  of  England 
became  the  great  central  organisation  for  determining  the 
value  of  money  or  capital  in  the  market.  We  have 
already  seen  that  it  possessed  the  exclusive  right  of  joint- 
stock  banking  until  the  year  1826.  In  addition  to  this 
monopoly,  the  large  capital  at  its  command  gave  it  a 
position  above  other  institutions  as  a  lender  of  money. 

Besides  its  capital,  the  Bank  had  the  privilege  of  issuing 
notes,  which,  of  course,  meant  additional  resources.  In 
the  year  I7I8  the  note  issue  was  £1,829,930,  and  has 
rapidly  increased  until  the  present  year,  when  it  amounted 
to  £48,000,000.  Thus  from  two  sources,  viz.,  subscribed 
capital  and  note  issue,  the  Bank  of  England  became  a 
formidable  opponent  to  the  other  bankers.  We  can 
therefore  understand  how  a  single  bank  with  large  re- 
sources became  a  great  power,  and  assumed  the  responsi- 
bility of  fixing  the  rate,  or  the  price  for  the  loan  of 
capital. 

There  was,  however,  another  cause  tending  to  give 
the  Bank  a  predominant  position,  viz.,  it  became 
the  custodian  of  the  money  belonging  to  the  State. 
Again,  when  the  Government  required  a  loan  it  was 
called  upon  to  carry  out  the  transaction.  At  various 
times,  therefore,  it  had  large  resources  at  its  command. 
Our  National  Debt  was  built  up  by  its  aid,  and  thus 
from  an  early  period  the  Bank  and  the  Government  have 
been  allied. 
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In  return  for  services  rendered  to  the  State,  the  Bank 
naturally  looked  to  the  Government  for  assistance  during 
commercial  crises  and  panics.  The  privileges  bestowed 
upon  it  were  therefore  :  1st.  The  use  of  the  Govern- 
ment balances,  which  at  times  are  very  large.  For 
example,  on  the  9th  January,  1895,  the  amount  was 
£6,200,000.  The  community  naturally  thought  that  if 
the  Government  could  trust  the  Bank,  its  savings  would 
be  quite  secure.  2nd.  It  had,  as  we  have  seen,  the 
monopoly  of  joint-stock  banking  until  the  year  1826. 
This  gave  it  a  good  start  before  other  joint-stock 
banks  came  into  existence.  3rd.  It  w^as  the  only  joint- 
stock  bank  in  London  which  could  issue  notes.  Thus 
from  many  singular  events  the  Bank  became  the  holder 
of  the  cash  reserve. 

There  is  rather  a  curious  illustration  showing  the 
connection  between  the  Bank  and  the  Government.  In 
the  year  1797  Mr.  Pitt,  as  Chancellor  of  the  Exchequer, 
was  afraid  there  would  not  be  enough  specie  in  the 
Bank  to  meet  foreign  payments,  and  therefore  compelled 
it  not  to  pay  gold  for  notes  issued.  Naturally  a  bank 
which  had  the  privilege  of  not  paying  cash  for  its  notes 
must  obviously  assume  a  commanding  position — in  fact,  it 
was  an  institution  with  a  charmed  existence.  There  are, 
however,  two  incidents  in  its  history  which  materially 
assisted  towards  making  it  the  principal  dealer  in  capital, 
and  in  such  capacity  to  state  the  price  for  its  loans. 

The  first  was  in  consequence  of  the  London  banks 
opening  accounts  at  the  Bank  of  England.  These  banks 
found  it  convenient  to  keep  their  reserves  with  that 
institution,  because  its  premises  were  better  protected, 
and  also  for  the  reason  that  the  Bank  issued  notes,  which 
could  be  retained  far  better  than  gold  in  their  tills.  Bank 
of  England  notes  being  a  legal  tender  for  payment  of  debts. 
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liabilities  could  be  discharged,  thus  avoiding  the  use  of 
gold  to  a  large  extent. 

The  balances  of  the  London  banks  have  at  times  been 
large.  Thus  in  1844  the  amount  was  £1,000,000,  but  in 
1872  the  amount  was  £7,500,000. 

In  1853  these  balances  never  exceeded  the  reserve  by 
20  per  cent.,  but  in  recent  years  the  proportion  has  been 
50  per  cent. 

Proportion  of  Reserve  Proportion  per  cent. 

to  Liabilities,  Bankers'  Balances  to  Reserve. 
Thus — 1846-54  .         51  per  cent.  22  per  cent. 

1855-63  .         43        „  48 

1864-72  .         42        „  63 

During  the  panic  years  of  1847,  1857,  and  1866  the 
reserve  of  the  Bank  of  England  was  insufhcient  to  meet 
the  bankers'  balances. 

£ 

Thus— 1857,  Bank's  Reserve         .         .         .         1,462,153 

London  Bankers'  Balances      .         4,649,000 

1866,  Bank's  Reserve         .         .         .         1,202,810 

London  Bankers'  Balances     .         7,930,000 

This  additional  capital  which  the  Bank  obtained  from 
the  London  banks  considerably  augmented  its  resources, 
and  any  sudden  withdrawal  of  these  reserves  must  react 
upon  the  rate  of  discount,  when  such  rate  fluctuates  with 
the  amount  of  reserve. 

The  second  incident  in  its  history  was  that  it  assumed 
the  position  of  a  lender  of  capital  to  outsiders,  that  is,  to 
those  who  did  not  keep  a  banking  account  with  it.  This 
is  quite  different  from  the  practice  of  the  English  banks. 

In  times  of  panic  and  commercial  crises  a  great  number 
•apply  for  loans  at  the  Bank  of  England.  The  statistics 
given  for  the  panic  years  of  1847,  1857,  and  1866  show  to 
what  extent  the  community  applied  for  assistance  when 
needed.  It  has  lent  largely  at  various  times,  and  therefore 
we  find  that  during  the  present  century  the  Bank  has 
gradually  assumed  a  responsibility  over  the  money  market 
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by  rendering  assistance  to  the  comroercial  community. 
At  such  times  all  those  who  were  possessed  of  good 
security  were  assisted  by  the  Bank.  The  importance  of 
this  policy  cannot  be  overrated,  because,  as  we  have  seen, 
English  trade  is  conducted  by  means  of  borrowed  capital, 
and  if  the  trader  could  not  discount  his  bills  he  would 
soon  be  obliged  to  suspend  payment. 

The  merchant  purchases  goods  and  pays  for  the  same 
by  means  of  bills  drawn  upon  him,  say  three  months 
hence,  and  he  is  only  able  to  meet  such  bills  by  discount- 
ing others  received  for  goods  sold.  It  is  therefore  of  vital 
importance  that  he  should  be  able  at  all  times  to  obtain 
capital  by  means  of  bills  discounted.  The  Bank  of  Eng- 
land has  therefore  been  of  immense  service  to  the  com- 
mercial community  at  periods  when  capital  is  scarce  or  a 
feehng  of  distrust  has  pervaded  the  mercantile  world.  Its 
good  management  is  therefore  of  the  highest  value.  Thus 
when  the  deposits  of  other  banks  have  diminished  in 
consequence  of  a  want  of  confidence  on  the  part  of  the 
depositors,  the  deposits  of  the  Bank  of  England  have 
invariably  increased. 

With  regard  to  the  note  circulation,  the  action  of  the 
Bank  is  purely  mechanical ;  in  fact,  as  Mr.  Bagehot 
stated,  the  office  could  be  removed  to  Somerset  House. 

The  Bank  is  allowed  to  issue  £16,800,000  of  notes  against 
securities,  but  for  any  amount  issued  in  excess,  the  Bank 
must  hold  gold  and  silver  in  reserve.  This  limit  was  fixed 
by  the  Act  of  1844,  in  order  to  secure  the  convertibihty  of 
the  note. 

The  profit  derived  by  the  Bank  from  such  issue  is  made 
from  the  securities  which  bear  interest. '  The  profit  is, 
however,  divided,  the  Government  receiving  £200,000. 

The  money  market  is  affected  when  gold  is  taken  from 
the  Bank  of  England,  and  we  shall  see  how  it  affects  the 
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rate  of  interest  when  we  consider  the  causes  of  the 
fluctuations.  If,  however,  as  Mr.  Bagehot  suggested,  the 
department  was  removed  to  Somerset  House,  it  is  a 
question  whether  the  loss  of  a  milhon  or  two  of  gold  would 
affect  market  rates  like  what  takes  place  under  the  present 
conditions. 

The  w^eekly  reports  of  the  banking  department  are, 
however,  of  greater  importance  to  the  outer  market,  and 
these  reports  are  keenly  scrutinised  in  order  to  ascertain 
what  are  the  forces  which  might  affect  the  value  of 
money. 

We  see  in  the  daily  papers  an  analysis  in  the  following 
form  : — 

BANKING   DEPARTMENT. 


Last  year. 
10th  Jan. 

Liabilities. 

2nd  Jan., 

1895. 

9th  Jan., 

1895. 

Increase. 

Decrease. 

£ 

3,428,491 

4,899,202 

31,360,264 

155,838 

11,760,317 

25,712,643 

14,893,580 

2,018,455 

3% 

Rest 

Public  deposits 
Other       do. 
Seven  day  bills 

Assets. 

Gov.  securities 
Other      do. 
Notes       . 
Gold  and  silver 

Ratio 
Bank  rate 

£ 

3,192,427 

6,598,906 

38,198,631 

143,967 

14,689,099 

24,026,528 

21,731,120 

2,241,184 

2  /o 

£ 

3,383,624 

6,213,105 

38,845,839 

147,618 

16,677,309 

21,305,245 

22,914,375 

2,246,257 

55f7o 
2  7o    ■ 

£ 
191,197 

647,208 
3051 

Decrease. 
2,720,283 

£ 
385",801 

Increase. 
1,988,210 

1,183,255 
5,073 

3,562,-339 

3,562,339 

ISSUE    DEPARTMENT. 


Last  year. 
10th  Jan. 

Liabilities. 

2nd  Jan. , 

1895. 

9th  Jan., 

1895. 

Increase. 

Decrease. 

£ 
23,795,535 
40,245,535 
25,352,155 

Gold  &  bullion 
Notes  issued    . 
Circulation 

£                    £ 
30,849,895    31,633,855 
47,649,895    48,413,855 
25,918,775  1  25,519,480 

1 

£          1          £ 
783,960 
783,960 

399,295 

Those  who  study  the  figures  very  closely  are  able  to  guess 
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more  or  less  accurately  what  has  taken  place  during  the 
preceding  week.  For  example,  if  we  take  this  particular 
week  as  an  illustration,  we  note  that  the  reserve  in  the 
banking  department  has  decreased,  which  would  show  a 
greater  demand  for  capital.  We  shall  discuss  in  the  next 
section  the  fluctuations  of  this  reserve,  and  endeavour  to 
understand  how  far  the  rate  of  interest  is  governed  by  its 
amount. 

Although  the  Bank  issues  these  weekly  balance  sheets, 
the  directors  do  not  state  their  reasons  for  making  altera- 
tions. Sometimes  an  error  of  judgment  occurs,  but  it  is 
soon  rectified,  because  the  Bank  cannot  control  the  value 
of  money.  As  the  late  Mr.  Bonamy  Price  observed,  "  A 
banker  is  the  interpreter  of  the  forces  at  work,  and  he 
makes  a  trial  of  the  rate  which  those  forces  prescribe  ". 

In  connection  with  the  history  of  the  Bank,  we  have 
already  noticed  a  gradual  growth  of  deposits,  which  shows 
that  the  public  have  great  confidence  in  its  management. 

Although  there  has  been  a  gradual  growth  of  deposits, 

the  Bank's  position  in  the  money  market  as  a  lender  of 

capital  has  materially  altered.     Thus  if  we  compare  the 

total  amount  of  capital  lent  by  the  banks  of  the  United 

Kingdom  with  the  amount  lent  by  the  Bank  of  England, 

we  find  the  proportion  is  very  small,  viz. :  In  1874  total 

lent   by   banks  of   the  United   Kingdom  =  £535,500,000 ; 

Bank  of  England  =  £10,800,000,  or  only  2  per  cent.    Again, 

its  liabilities  are  small  in  comparison  with  the  liabihties 

of  the  London  joint-stock  banks. 

£ 

Thus— 1890,  Bank  of  England         .         .         .     =  29,000,000 

,,      11  London  joint-stock  banks        .     =125,539,000 

1894,  17  Metropolitan  joint-stock  banks  =231,800,000 

„      Bank  of  England  .         .         .     =  44,600,000 

Again,  in  1854,  the  proportion  of  capital  to  the  habilities 
of  the  Bank  of  England  was  14  per  cent.,  but  in  1874  the 
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proportion  was  reduced  to  9  per  cent.  The  Bank  recog- 
nised the  fact  that  its  rate  of  interest  was  not  always  the 
market  vakie,  and  consequently  a  few  years  ago  informed 
the  public  that,  although  the  minimum  rate  was  published, 
yet  under  certain  conditions  it  would  discount  bills  below 
such  rate. 

Naturally  this  privilege  would  be  granted  to  its  own 
customers  rather  than  to  large  financial  houses  which 
compete  against  it.  The  large  borrowers  of  money  in  fact 
avoid  the  Bank  if  they  can  possibly  do  so,  because  it  will 
only  lend  money  for  ten  days,  and  sometimes  charges  1 
per  cent,  above  the  published  rate. 

In  recent  years  the  Bank  has  reduced  the  limit  of  loans 
from  ten  to  seven  days,  but  it  reserves  the  right  to  state 
for  w4iat  period  the  loan  shall  be  made. 

We  have  seen  how  the  Bank  gradually  assumed  a  lead- 
ing position  in  the  money  market,  through  its  large  paid- 
up  capital,  its  large  deposits,  its  being  the  bankers'  bank, 
and  finally  by  its  holding  the  Government  balances. 
There  is,  however,  one  important  point  in  connection 
with  its  history,  and  that  is,  it  assumed  a  great  respon- 
sibility over  the  money  market.  In  times  of  commercial 
crises  and  panics  it  undertook  to  lend  capital  to  any  one 
who  was  possessed  of  good  security. 

In  1825  the  directors  stated  that  the  Bank  had  taken  a 
firm  and  deliberate  resolution  to  make  common  cause 
with  the  country.  Mr.  Hankey  has  said  that  the  Bank 
ought  never  to  have  encouraged  this  opinion,  but  we 
cannot  see  how  any  other  system  could  succeed  when 
we  consider  its  unique  position.  The  only  institu- 
tion in  this  country  which  holds  a  gold  reserve  must 
of  necessity  be  the  final  resource  of  the  mercantile 
community. 

During    these    periods    of    commercial     disaster,    the 
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amount  of  capital  advanced  by  the  Bank  of  England 
has  been  very  large.  The  usual  proportion  of  30  to  50 
per  cent,  of  reserve  against  liabilities  has  not  been  kept, 
in  fact  the  reserve  at  one  time  was  so  lov^  as  6  per  cent. 

We  will  illustrate  this  policy  on  the  part  of  the  Bank  by 
giving  the  amounts  advanced  during  the  great  crises  of 
the  present  century.  With  an  increased  demand  for 
capital,  the  Bank  at  such  periods  naturally  charged  a  high 
rate  of  interest,  viz.,  from  6  to  lO'per  cent. 


BILLS  DISCOUNTED  BY  BANK  OF  ENGLAND. 

1809    .. 

.       15,475,700 

1810    . 

20,070,600    panic  year. 

1825,  Feb.  28      . 

2,466,000 

,,     Aug.  31      . 

5,486,000 

1826,  Feb.  28      . 
„      Aug.  31      . 

9,597,0001     .  . 

'       '        -'-crisis  year. 
2,950,000)            ^ 

1836,  Feb.  20      . 

2,900,000 

„      Aug.  30      . 

4,400,000 

1837,  Feb.  28      . 
,,      Aug.  29      . 

11,200,000  u^i^.^ 
5,100,000/           ^ 

Rate. 
4^  to  5  per  cent 

1838,  Feb.  27      . 

3,200,000 

„      Aug.  29      . 

2,900,000 

1846,  Feb.  28      . 

13,137,000 

3  per  cent 

„      Aug.  29      . 

6,067,000 

4 

1847,  Feb.  27      . 

8,879,000^ 

5i      „ 

„     Aug.  28      . 

9,163,000 

5        „ 

„     Oct.     2      . 

10,399,000 

5 

„         „       9      . 

10,978,000 

crisis  year. 

5i      „ 

„         „     15      . 

11,907,000 

„     23      . 

12,492,000. 

8        „ 

1856,  Feb.  23      . 

8,888,000 

5i  to  4^      „ 

,,     Aug.  30      . 

4,446,000 

6       „ 

1857,  Feb.  28      . 

8,859,000-^ 

5|      „ 

,,     Aug.  29      . 

7,893,000 

8       „ 

,,      Oct.  24      . 

9,636,000 

„         „     31      . 

11,105,000 

,,     Nov.    4      . 

11,439,000 

•crisis  year. 

10 

»         „     11      . 

13,233,000 

„     18      . 

16,003,000 

„     25      . 

17,376,000 

,,      Dec.    2     •. 

17,788,000y 
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In  1857  the  Bank  stated  that  advances  would  only  be 
made  to  bill  brokers  at  certain  seasons  when  the  public 
deposits  were  particularly  large,  but  at  other  times  an 
application  for  an  advance  would  be  considered  excep- 
tional. The  Bank,  however,  in  the  panic  year  of  1866, 
disregarded  this  rule. 


BILLS  DISCOUNTED. 

£ 

Rate. 

m,  Feb.  28 

7,253,000 

7  per  cent 

„     May     2 

8,834,000 

6       „ 

„      9 

9,249,000 

7  and    8       „ 

„    16 

.       13,831,000 

9  and  10 

„         „    23 

.       14,501,000 

10       „ 

„    30 

.       16,512,000 

10       „ 

„     June    6 

.       16,003,000 

10       „ 

The  policy  of  the  Bank  during  the  critical  years  of 
1872-3  and  1878-9  has  been  ably  defended  by  Mr.  Birch, 
the  late  governor.  He  says:  "In  1872-3  an  enormous 
amount  of  bills  were  created  with  a  view  of  withdrawing 
gold  from  England  to  assist  in  the  payment  of  the  French 
indemnity  to  Germany.  The  Bank  recognised  the 
danger  which  might  arise  from  this  being  carried  to 
too  great  an  extent,  and  then  crippling  the  ordinary 
business  of  the  country,  and  rapidly  raised  the  rate  of 
discount.  I  find  that  in  1872  we  had  seventeen  changes 
in  our  rates  of  discount ;  in  1873  we  had  twenty-four 
changes.  The  bank  rate  varied  from  3  per  cent,  to  9  per 
cent.,  and  from  10  per  cent,  to  12  per  cent,  was  charged 
in  the  latter  period  on  advances,  not  with  a  view  of  making 
large  profits,  but  with  a  view  of  teUing  people  that  it  was 
a  class  of  business  the  Bank  would  do  everything  in  its 
power  to  keep  within  reasonable  bounds." 

In  October,  1878,  came  the  crash  of  the  failure  of  the 
City  of  Glasgow  Bank.  The  Bank  of  England  was  in 
a  good  position  to  meet  the  emergency,  and  the  threatened 
crisis   passed   away.     The   rate   was   never  raised   above 
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6  per  cent. :  many  thought  it  should  have  gone  higher, 
following  the  precedents  of  1872-3,  but  in  doing  so 
they  did  not  recognise  the  fact  that  the  circumstances 
connected  with  these  periods  were  entirely  different. 

"In  the  year  1873  the  stringent  action  on  the  part 
of  the  Bank  was  with  a  view  to  put  a  stop  to  the 
discounting  of  certain  financial  bills,  and  in  the  year 
1878  the  main  object  of  the  Bank  was  to  avoid  all 
unnecessary  cause  for  alarm ;  and,  the  foreign  exchanges 
being  in  favour  of  this  country,  the  Bank  could  show  a 
bold  front  to  the  difticulties  of  the  situation,  and  did 
so,  and  I  venture  to  think  its  action  met  with  general 
approbation." 

This  is  a  very  important  declaration  on  the  part  of 
the  governor  of  the  Bank,  showing  that  its  present 
policy  is  to  assist  the  money  market  within  reasonable 
limits.  In  the  year  1890  the  directors  even  went  a 
step  further  in  order  to  prevent  a  great  disaster.  When 
the  great  house  of  Baring  was  in  difficulties,  the 
directors  called  a  meeting  of  the  representatives  of  the 
principal  banks,  and  agreed  with  them  to  guarantee  all 
the  outstanding  acceptances  of  the  above-mentioned  firm. 
This  action  on  the  part  of  the  Bank  no  doubt  prevented  a 
great  commercial  disaster.  We  think  the  poficy  was 
possibly  wise  under  the  circumstances,  but  whether  the 
Bank  of  England  should  guarantee  the  solvency  of  houses 
of  repute  when  in  difticulties  is  a  question  for  serious 
consideration.  A  crisis  might  have  been  avoided  in  1866 
when  the  house  of  Overend,  Gurney  &  Co.  failed,  but  when 
a  bad  system  of  finance  exists  it  is  better  that  firms 
who  embark  in  reckless  speculation  should  not  be 
assisted.  Of  course  this  is  a  different  policy  from  that 
of  refusing  to  assist  the  market  when  it  may  be  the 
means  of  avoiding  a  panic. 
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The  Bank  has  recently  made  concessions  to  its  rivals 
in  the  money  market,  viz.,  the  bill  brokers.  The  Bank 
has  agreed  to  discount  bills  for  them  which  have  not 
more  -than  fifteen  days  to  ran  at  not  less  than  bank 
rate,  but  of  course  it  reserves  the  right  to  charge  a 
higher  rate.  No  doubt  this  will  tend  to  make  the 
Bank  of  England  rate  more  in  harmony  with  that  of 
the  outer  market. 

The  position  of  the  Bank  of  England  is  unique,  in  fact 
no  country  has  an  institution  wielding  such  power  over 
the  supply  and  demand  of  capital. 

It  is  satisfactory  to  observe  that  the  great  powers 
entrusted  to  the  Bank  have  not  been  abused.  To  promote 
the  prosperity  of  the  country  has  been  its  aim  rather  than 
to  pay  high  dividends  to  the  stockholders. 
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CHAPTER  XVI. 

CAUSES  OF  FLUCTUATIONS  OF  RATE. 

Wb  will  now  consider  the  causes  of  fluctuations  in  the 
bank  rate.  They  are  of  a  varied  character,  in  fact  each 
year  brings  to  Hght  some  new  force  which  affects  the 
value  of  money. 

The  first  great  cause  would  be  the  state  of  English 
commerce.  The  trade  of  this  country  is,  as  we  have  seen, 
transacted  by  means  of  borrowed  capital  obtained  from 
the  banks,  which  are  the  great  storehouses  of  capital. 

When  trade  is  active  more  capital  is  required,  and 
therefore  we  should  expect  the  rate  of  interest  to  rise. 
On  the  other  hand,  when  trade  is  depressed  less  capital 
is  necessary  for  the  requirements  of  the  country. 

Our  imports  and  exports  are  a  good  index  as  to  the 
state  of  trade.  Every  month  we  see  reference  made  in 
the  money  articles  of  the  daily  papers,  as  to  the-  increase 
or  decrease  of  our  commerce.  The  reports  from  our 
consuls  abroad,  also  inform  us  whether  capital  is  required 
in  various  parts  of  the  world. 

When  trade  is  active  we  should  expect  prices  to  rise 
because  of  an  increased  demand.  When  this  occurs  we 
get  merchants  anxious  to  take  advantage  of  the  improve- 
ment in  commerce,  and  therefore  increase  their  business 
by  means  of  borrowed  capital. 

Again,  when  prices  are  rising,  the  merchant  is  able  to 
borrow  more  capital  from  the  banker,  because  of  the 
increased  value  of  his  goods.     We  should  also  expect  to 
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notice  the  imports  increasing  with  a  rise  of  prices,  because 
other  nations  are  anxious  to  send  goods  to  this  country 
in  order  to  obtain  higher  vahies  for  their  commodities. 

On  the  other  hand,  exports  would  be  diminished  because 
the  rise  of  prices  would  cause  a  less  number  of  purchases 
to  be  made  in  ttis  country  for  export,  in  consequence  of 
the  margin  of  profit  becoming  less  on  each  transaction. 
Whenever  there  is  a  great  difference  between  the  values 
of  imports  and  exports,  the  balance  finally  must  be  paid 
in  gold,  the  only  commodity  which  can  be  utihsed  for 
settling  international  indebtedness.  Of  course,  one  notices 
a  great  discrepancy  between  the  values  of  our  imports  and 
exports,  and  therefore  one  would  imagine  that  large 
sums  of  gold  have  continually  to  be  sent  from  this  country. 
This,  however,  is  not  the  case,  because  England  has  lent 
enormous  sums  to  foreign  countries,  which  have  to  remit 
money  as  interest. 

Again,  this  country  derives  a  large  income  from  her 
carrying  trade.  When,  however,  there  is  no  equilibrium 
the  balance  must  be  paid  in  gold,  and  that  metal  can 
only  be  obtained  in  large  quantities  from  the  Bank  of 
England.  This  is  one  of  the  reasons  why  the  reserve  of 
gold  at  the  Bank  is  so  important.  As  gold  represents 
capital,  its  movements  to  and  from  this  country  show  to 
some  extent  the  supply  and  demand  for  capital. 

Another  important  cause  is  that  the  reserve  of  gold  in 
the  vaults  of  the  Bank  represents  the  final  resources  of 
this  country  for  meeting  cash  payments.  We  have  seen 
that  the  banks  keep  their  reserves  at  the  Bank  of  England, 
and  consequently  there  is  no  other  stock  of  gold  in  exist- 
ence. All  sudden  demands  must  be  met  by  that  institu- 
tion. 

Our  credit  system  is  so  vast  that  one  naturally  looks  to 
the  stability  of  the  banks  which  hold  the  surplus  capital 
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of  the  country.  If  the  banks  were  called  upon  to  repay  all 
their  depositors  at  a  given  time,  they  would  be  unable  to 
do  so.  The  state  of  credit  is  therefore  an  important  item 
in  studying  changes  in  the  rate  of  interest. 

All  sudden  demands  for  capital  soon  affect  the  reserve 
at  the  Bank  of  England.  As  we  recognise  in  this  country 
the  importance  of  keeping  a  reserve  for  emergencies,  it  is 
important  that  something  should  be  done  to  protect  such 
reserve.  Fortunately  the  Bank  of  England  has  a  good 
instrument  to  protect  its  resources,  viz.,  the  rate  of 
discount.  Capital  soon  finds  its  way  to  the  centre  where 
the  highest  rate  of  interest  prevails.  The  reserve  at  the 
Bank  is  therefore  of  great  importance,  and  consequently 
it  is  necessary  to  understand  how  it  influences  the  value  of 
money.     There  are  in  reality  three  aspects  of  the  reserve. 

In  the  first  place,  the  currency  requirements  of  the 
country  are  obtained  from  the  Bank.  We  shall  have  a 
good  illustration  of  this,  when  we  consider  the  autumnal 
demand  for  gold. 

Secondly,  a  greater  part  of  the  bullion  which  is  required 
for  international  purposes  is  obtained  from  the  amount 
deposited. 

Finally,  there  is  the  reserve  of  gold  and  notes  in  the 
banking  department,  which  is  of  the  greatest  importance 
in  influencing  the  rate  of  discount. 

The  daily  papers  continually  make  reference  to  the 
reserve  in  commenting  upon  the  value  of  money.  To  an 
outsider  not  conversant  with  the  familiar  terms  used  daily 
in  Lombard  Street,  the  remarks  sometimes  made  are 
misleading.  We  find  reference  made  to  the  reserve  of 
gold  and  notes  in  the  banking  department,  and  then, 
possibly  in  the  same  paragraph,  reference  to  the  bullion 
in  the  issue  department.  We  are  then  informed  that 
although  a  fair  reserve  exists  in  the  banking  department 
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yet  we  must  expect  to  see  capital  very  dear,  because  a 
million  or  two  has  been  drawn  from  the  issue  department. 

By  the  Act  of  1844  the  Bank  is  allowed  to  issue  fifteen 
millions  of  notes  against  securities,  and  for  any  sum 
issued  in  excess  gold  must  be  held  in  reserve. 

It  is  clear  that  any  one  holding  notes  can  obtain  gold 
from  the  Bank,  because  that  institution  is  compelled  to 
pay  in  coin  all  notes  presented  for  that  purpose.  How 
then  does  the  withdrawal  of  gold  from  the  issue 
department  affect  the  value  of  money  ? 

Mr.  Clare,  in  his  excellent  book  entitled  A  Money 
Market  Pritner,  shows  the  effect  of  a  withdrawal  of  gold 
on  the  reserve  at  the  Bank  of  England. 

Thus,  when  a  depositor  withdraws  £500,000,  notes  to 
that  amount  are  taken  from  the  reserve  and  returned 
to  the  issue  department.  These  notes  are  cancelled,  and 
sovereigns  which  are  held  a^gainst  them  are  given  in 
exchange.     The  effect  on  the  balance  sheet  is  as  follows  : — 


Notes  . 


Notes  . 


ISSUE  DEPARTMENT. 
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If,  however,  the  money  market  restores  its  balances 
to  the  former  level,  it  borrows  of  the  Bank  of  England 
or  discounts  bills  at  that  institution. 

We  have  already  seen  that  gold  is  the  final  means 
for  settling  international  trade,  and  that  it  can  only  be 
obtained  in  large  quantities  from  the  Bank  of  England. 

When  capital  is  leaving  this  country  in  the  shape  of 
gold  it  represents  a  variety  of  transactions — such  as  a 
scarcity  of  capital  at  a  foreign  centre,  or  to  pay  for  food 
imported  into  this  country,  or  possibly  to  carry  out  a  large 
financial  operation. 

In  addition  to  the  currency  requirements  of  this  country, 
it  is  necessary  to  keep  a  certain  amount  of  gold  in  order  to 
preserve  the  convertibility  of  bank  notes. 

We  are  informed  sometimes  that  the  Bank  directors 
have  decided  to  raise  the  rate,  because  possibly  a  small 
quantity  of  gold  has  left  the  Bank ;  whereas  the  actual 
cause  might  be  a  depletion  of  the  reserve  in  the  banking 
department,  caused  by  a  scarcity  of  capital,  or  possibly 
other  considerations  known  only  to  the  Bank  directors. 
Of  the  two  reserves  of  which  we  have  spoken,  it  is 
certainly  the  reserve  in  the  banking  department  which 
is  most  important  in  causing  fluctuations  in  the  rate  of 
discount. 

Mr.  Palgrave  says  :  "  Though  the  total  amount  of 
bulHon  held  by  the  Bank  is  a  very  important  thing,  the 
rate  of  discount  does  not  appear  to  be  regulated  by  it  ". 

This  is  shown  by  the  following  returns  : — 

£  Rate  of  Discount. 


1844 

Bullion  held 

13,500,000 

^ 

1845 

15,200,000 

3 

1846 

14,800,000 

H 

1854 

17,500,000 

SI 

1856 

10,900,000 

51 

1857 

10,100,000 

6f 

1858 

17,800,000 

3i 
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£ 

Rate  of  Discount. 

1865 

Bullion 

held 

14,500,000 

H 

1866 

,, 

14,900,000 

7 

1870 

'> 

20,400,000 

3 

1871 

,, 

23,500,000 

3 

1872 

,, 

22,600,000 

H 

We  know  that  at  times  the  market  suffers  from  a 
scarcity  of  capital  rather  than  of  gold.  The  figures  which 
we  have  given  show  that  on  several  occasions  the  reserve 
of  gold  in  the  issue  department  has  been  low,  and  yet 
the  rate  of  interest  has  also  been  low  ;  but  there  is  a 
closer  connection  between  the  reserve  in  the  banking 
department  and  the  rate  of  discount. 

It  has  been  already  stated  that  the  demand  for  capital 
does  affect  the  amount  of  bullion  in  the  issue  department. 
Capital  is  required  to  pay  for  the  balance  of  trade 
against  us,  and  must  be  liquidated  by  means  of  gold 
drawn  from  this  department.  It  indicates  that  capital 
is  leaving  this  country  for  the  payment  of  food  and 
other  necessaries  purchased.  The  all-important  question 
is,  How  much  gold  should  be  retained  in  the  issue 
department  to  meet  every  contingency  ? 

There  is  no  doubt  that  the  Bank  is  able  to  attract 
bullion  from  abroad  when  its  reserves  of  that  commodity 
are  low  by  raising  the  rate. 

On  the  other  hand  we  must  remember  that  the  Bank 
has  not  experienced  in  the  last  fifty  years  a  run  on  its 
resources  for  gold.  So  long  as  notes  can  be  obtained, 
the  holders  do  not  appear  to  require  gold  in  exchange. 
In  consequence  of  the  banks  keeping  their  reserves  at 
the  Bank,  they  retain  in  their  tills  a  less  amount  of 
gold  ;  although  the  liabilities  of  the  banks  have  increased, 
yet  the  amount  of  cash  held  is  smaller. 

Cash  held. 
Thus— 1890,  11  banks'  liabilities,  £161,326,100       10-3  per  cent. 
1879  „  „  125,539,000        12-8 
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Of  course,  improved  communication,  the  use  of  tele- 
graphic transfers,  and  the  •  great  use  of  cheques  have 
economised  gold.  '  Yet,  on  the  other  hand,  a  sudden 
demand  for  that  metal  must  be  met  by  the  Bank  of  Eng- 
land. We  therefore  get  changes  in  the  rate  of  discount,  due 
to  the  movements  of  comparatively  small  amounts  of  gold. 

Mr.  Giffen  estimates  that  with  a  capital  of  6000  milhons 
the  quantity  of  gold  and  silver  held  only  amounts  to  20 
millions,  or  3  per  cent. 

Any  increase  or  decrease  in  the  amount  must  affect  the 
value  of  money,  and  these  changes  are  reflected  in  the 
reserve  of  the  Bank  of  England.  All  transactions  are 
expressed  in  gold,  and  therefore  if  we  get  prices  rising  an 
additional  amount  must  be  added  to  the  nomnial  capital, 
and  particularly  to  the  capital  represented  by  the  loans 
and  deposit  of  banks.  If  wages  rise  in  this  country  more 
gold  is  required,  and  consequently  the  reserve  at  the  Bank 
is  diminished. 

Our  monetary  system  is  a  delicate  one,  and  what  M.  de 
Laveleye  stated  in  3864  is  possibly  of  more  force  at  the 
present  time.  "  All  countries  which  carry  on  gigantic 
transactions  with  small  reserves  of  gold  and  silver,  and 
which  have  a  vast  movement  of  importations  and  exporta- 
tions,  must  be  exposed  to  these  economical  perturbations. 
The  more  a  country  expels  the  precious  metals  from  the 
channels  of  circulation  and  replaces  them  by  instruments 
of  credit,  bank  notes,  cheques,  warrants,  deposits,  clearing 
houses,  etc.,  and  the  more,  at  the  same  time,  it  develops 
its  relations  with  foreign  countries,  the  more  it  will  be 
exposed  to  the  periodical  return  of  financial  perturbations, 
because  more  easily  an  unfavourable  balance  of  trade  and 
payments  will  disturb  all  the  mechanism  of  exchange,  and 
will  require  from  the  managers  of  credit  institutions 
redoubled  circumspection,  prudence,  and  abihty." 
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We  have  in  this  country  a  gigantic  system  of  credit 
built  up  on  a  small  gold  reserve,  and  in  order  to  protect 
the  same  the  Bank  of  England  has  very  frequently  to 
alter  the  rate  of  discount. 

By  raising  the  rate  capital  is  attracted  from  abroad,  and 
the  reserve  at  the  Bank  is  replenished. 

London  being  the  financial  centre  of  the  v^orld,  all 
foreign  countries  naturally  ascertain  the  rates  of  interest 
prevailing  in  London,  and  if  higher  rates  are  ruling  here 
capital  finds  its  way  to  the  most  profitable  market. 

The  effect  of  high  rates  prevailing  in  London  soon 
makes  itself  felt  on  the  trade  of  this  country.  Prices  of 
commodities  w^oald  fall,  and  this  would  tend  to  diminish 
imports ;  but,  on  the  other  hand,  exports  would  be  in- 
creased, and  would  have  to  be  paid  for  by  means  of  gold. 

If  we  study  the  Bank  reports  we  shall  observe  that  the 
rate  of  interest  is  dependent  upon  the  reserve,  principally 
that  of  the  banking  department.  With  a  low  reserve  the 
rates  of  interest  are  high,  and  w4th  a  high  reserve  a  low 
rate  of  interest.     This  is  shown  from  the  following  table  : — 


1845-49 
1850-54 
1855-59 
1860-64 
1865-69 
1870-74 
1875-79 
1880-84 
1885-91 


Fluctuations  in  the  rate  of  discount  are  therefore  due 
to  the  movements  of  comparatively  small  amounts  of 
capital.  We  have,  as  it  were,  all  the  forces  which  affect 
the  money  market  concentrated  upon  the  reserve  of  the 
Bank  of  England. 

Mr.    Giffen   says    that    "  the   rate  of  discount   in   the 


Reserve. 

Rate  of  Discount. 

8-5] 

millions 

£3  11     4 

9-8 

3     5  10 

8-5 

4  14     3 

8-4 

4  15     2 
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3  18     3 
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13-8 
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short  loan  market  of  a  banking  centre  like  London  is  not 
to  be  identified  with  the  rates  for  loans  generally,  and  it  is 
only  the  rate  for  special  loans  between  special  classes  of 
borrowers  and  lenders.  Every  change  tells  on  the  sensitive 
short  loan  market." 

The  position  of  the  Bank  of  England  in  the  money 
market  is  that  of  a  large  dealer  who  fixes  the  price,  and 
then  sees  whether  customers  will  transact  business. 
Outside  the  Bank  are  grouped  large  dealers  in  capital,  who 
undersell  the  Bank  in  order  to  get  business. 

These  large  money  dealers  are  known  as  bill  brokers, 
who  obtain  their  principal  resources  from  the  banks  and 
then  discount  bills  at  low  rates  in  the  market.  It  seems 
rather  an  anomaly  that  the  banks  should  lend  capital  to 
outsiders  to  enable  them  to  discount  bills  at  fine  rates. 
The  effect  of  this  has  been  that  the  banks  get  a  less 
number  of  bills  for  discount  than  formerly.  This  change 
in  the-  system  of  banking  business  is  to  be  regretted, 
because  good  bills  are  one  of  the  best  investments  for 
surplus  capital. 

A  few  years  ago  the  bill  brokers  only  discounted  the 
acceptances  of  large  financial  houses  and  those  of  the 
various  banks,  but  at  the  present  time  they  discount  a 
large  amount  of  trade  bills. 

Bankers,  however,  find  it  convenient  to  lend  their  day 
to  day  balances  to  the  broker,  because  an  investment  is  at 
once  found  for  surplus  resources,  and  the  money  so  lent 
can  be  called  in  at  a  day's  notice.  It  must  also  be 
remembered  that  banks  allow  interest  for  deposits,  and 
therefore  it  is  necessary  that  no  portion  of  the  capital 
entrusted  to  them  should  remain  unproductive. 

The  bill  brokers  either  lodge  bills  which  they  have 
discounted  as  security  for  money  advanced  at  call  or 
short  notice  or  they  deposit   marketable   securities  such 
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as  Consol  Certificates,  India  Government  Bonds  or  Indian 
Kail  way  Debentures.  The  latter  class  of  securities  are 
known  as  "  floaters  ".  When  the  loan  is  called  in,  the 
banker  returns  such  hypothecated  securities. 

As  the  bills  which  are  lodged  as  security  mature, 
they  are  replaced  by  others  having  a  longer  time  to  run. 

The  position  of  the  bill  brokers  is  however  one  of  great 
delicacy,  because  they  are  dependent  upon  the  banks 
for  the  greater  portion  of  their  funds.  If  the  banks  have 
no  surplus  capital  to  lend,  the  brokers  apply  at  the 
Bank  of  England  for  loans,  in  order  to  meet  their 
requirements.  However,  they  always  endeavour  to  avoid 
making  applications  at  the  Bank  because  that  institution 
only  grants  loans  for  seven  days,  and  it  is  manifest  that 
within  a  week  great  fluctuations  might  occur  in  the  value 
of  money. 

No  doubt  this  system  of  lending  capital  to  the  bill 
brokers  has  an  important  effect  upon  the  value  of  money. 
This  is  shown  in  the  daily  quotations  for  money.  We 
find  sometimes  the  bank  rates  say  5  per  cent.,  whilst 
the  market  rate  is  only  3  per  cent.  If  the  Bank  finds 
its  discount  business  getting  less,  it  lowers  the  rate  in 
order  to  bring  it  more  in  conformity  with  the  market. 
The  Bank  certainly  does  affect  the  rate  for  money  at  a 
particular  moment,  but  it  cannot  affect  the  average  rate. 

"  The  reason  is  that  any  momentary  fall  caused  by  the 
caprice  of  such  a  bank  tends  to  create  an  immediate  rise, 
so  that  upon  an  average  the  value  is  not  altered." 

There  is  therefore  no  ground  for  believing  that  the  price 
of  capital  is  governed  by  different  laws  than  that  of  supply 
and  demand  like  any  other  commodity. 

We  have  already  stated  that  both  the  demands  for  the 
internal  and  foreign  trade  of  this  country  are  reflected  in 
the  reserve  of  the  Bank  of  England.     With  regard  to  the 
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foreign  trade,  we  are  able  to  uDderstand  the  position  of 
the  market  by  the  foreign  exchanges.  These  tell  us 
whether  a  demand  for  capital  exists  in  any  of  the  great 
financial  centres  of  the  world.  All  the  forces  which  affect 
the  supply  and  demand  for  capital  are  exhibited  in  these 
rates. 

The  following  table  shows  us  the  extreme  points  when 
gold  is  likely  to  reach  this  country  or  the  reverse  : — 

Paris        ....  25-32i  =  4  per  mille  for  us. 

,,  ....  2o-22i  =  par  of  exchange. 

„  ....  25-12^  =  4  per  mille  against  us. 

Berlin  •     .         .         .         .  20-52  =  5  per  mille  for  us. 

....  20-43  =par. 

„  ....  20-33  =  5  per  mille  against  us. 

New  York  .         .  4-89   =5  per  mille  for  us. 

...  4-867 =par. 

„  ...  4-827  =  8  per  mille  against  us. 

The  par  of  exchange  is  the  identical  value  of  the 
sovereign  expressed  in  its  foreign  equivalent. 

The  extreme  fluctuations  of  the  exchange  are^ known  as 
bullion  points,  because  when  the  rates  reach  these  points, 
gold  would  be  shipped  either  to  or  from  this  country. 
However,  it  is  possible  for  the  rates  to  rise  or  fall  beyond 
such  points,  because  on  the  shipment  of  gold  to  and  from 
this  country  a  saving  might  be  made  on  freight,  insurance, 
and  other  charges.  One  mercantile  house  might  be  in  a 
better  position  than  another  to  secure  better  terms  on  the 
shipment  of  gold. 

Our  trade  is  continually  shifting  from  one  place  to 
another.  A  fresh  demand  for  capital  springs  up  in  one 
corner  of  the  globe,  followed  possibly  by  a  diminished 
use  of  it  in  another.  All  these  movements  of  capital  react 
upon  the  price  of  commodities  and  in  their  turn  affect  the 
foreign  exchanges. 

Many  years  ago  the  Bank  directors  looked  to  the  foreign 
exchanges  as  their  principal  guide  in  fixing  the   rate  of 
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discount,  but  in  recent  years  they  have  considered  the 
demands  for  capital  by  the  Stock  Exchange  as  being 
of  more  importance. 

Mr.  Birch  says  :  "  The  great  thing  which  governs  us 
is  the  enormoris  transactions  on  the  Stock  Exchange 
in  France,  in  Germany,  and  in  the  United  States.  These 
are  the  operations  we  have  to  follow  most  carefully." 

All  such  demands  would  affect  the  reserve  of  the  Bank 
of  England.  The  following  figures  will  give  us  some  idea 
of  the  clemand  for  capital  by  the  Stock  Exchange  : — 

In  1889  there  were  registered  2788  companies  with  a 
capital  of  £211,277,000,  the  largest  number  ever  registered, 
exceeding  the  previous  year  by  238. 

Of  course  all  these  companies  were  not  floated.  Since 
the  Companies  Acts  were  passed  33,901  companies 
have  been  registered  with  a  capital  of  £3,740,520,000. 
The  year  1895  gave  the  following  stupendous 
figures :  18,362  companies  in  existence  with  a  capital 
of  ±1,035,029,835. 

Mr.  Giffen  has  estimated  the  capital  of  the  country  to 
be  £10,000,000,000,  and  we  observe  that  the  figures  for 
1889  are  very  large,  viz.,  about  one-fortieth  of  the  total 
amount.  Although  it  does  not  represent  capital  paid  up, 
yet  the  amount  is  very  large. 

Some  of  this  capital  would  be  sunk  in  railways,  mines, 
docks  and  kindred  undertakings,  and  would  not  be  repro- 
duced for  a  long  term  of  years. 

\Yhen  there  is  a  great  increase  in  the  number  of  joint- 
stock  companies,  it  may  happen  that  the  savings  of  the 
country  are  not  sufficient  to  meet  the  great  demand,  and 
then  the  value  of  money  must  be  high.  Shareholders  are 
unable  to  pay  their  calls  without  the  assistance  of  banks, 
and  consequently  the  rate  of  interest  rises. 

Besides  the  fluctuations  due  to  the  increased  demand 
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for  capital  in  order  to  meet  the  requirements  of  trade, 
there  are  changes  which  occur  annually. 

Of  these  periodical  changes,  the  most  important  is 
the  autumnal  demand,  which  is  principally  a  currency 
requirement. 

The  cause  of  this  demand  is,  that  after  the  ingathering 
of  the  harvest  a  great  number  of  transactions  take  place. 
Corn  is  sold  and  other  commodities  are  purchased.  All 
this  tends  to  an  absorption   of  capital. 

The  weekly  returns  of  the  Bank  of  England  for  the 
third  and  fourth  quarters  of  the  year  show  the  result  of 
these  transactions,  in  a  marked  decrease  in  the  bullion  and 
loanable  capital. 

There  is  also  the  autumnal  demand  for  gold  from 
Scotland,  due  to  the  fact  that  rents,  salaries,  etc.,  are  paid 
on  the  Scotch  quarter  day,  viz.,  11th  November. 

At  this  period  of  the  year  the  Scotch  banks  exceed  their 
authorised  issue  of  notes  and  are  therefore  obliged  by  the 
Act  of  1845  to  hold  gold  in  reserve  against  any  excess. 
After  the  demand  has  subsided,  this  hypothecated  gold 
soon  finds  its  way  back  to  the  Bank  of  England. 

Professor  Jevons  speaks  of  the  autumnal  demand  as 
follows  :  "To  sum  up,  then,  the  October  drain  is  due 
like  many  others  to  economic  disturbances,  to  a  concurrent 
of  causes.  The  dispersion  of  money  in  wages  during  the 
summer  and  the  absorption  of  money  and  capital  in 
buying  up  the  produce  of  the  harvest  occasion  a  general 
autumnal  drain  upon  the  resources  of  the  banks,  causing 
the  private  deposits,  the  buUion  and  the  reserve  of  notes 
to  fall.  Then  the  general  quarterly  payment  of  rents, 
bills,  and  especially  the  dividends  at  the  beginning  of 
October,  cause  a  sudden  extra  run  upon  the  resources 
of  the  banks  quite  sufficient  in  many  states  of  the  money 
market  to  engender  a  panic,  unless  indeed  its  normal  and 
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temporary  nature  be  well  understood.  The  result  of  this 
autumnal  demand  is  that  we  find  the  value  of  money 
higher  for  the  last  six  months  of  the  year." 

This  is  shown  by  the  following  analysis  of  bank  rates  : — 

1845-61 


Average  rates. 

January  to  INIarch    . 

.     3-97  per  cent. 

April  to  June  . 

.     3-87 

July  to  September  . 

.     3-60 

October  to  December 

.     4-17 

The  Bank  of  England  pays  the  interest  on  the  National 
Debt  by  quarterly  instalments  on  5th  January,  5|ih  April, 
5th  July  and  5th  October.  The  effect  of  these  payments 
is  shown  in  the  weekly  balance  sheets  : — 

(1)  A  rapid  decrease  in  Government  deposits. 

(2)  A  decrease  in  the  reserve  of  nt)tes. 

(3)  A  decrease  in  the  private  securities. 

(4)  A  slight  decrease  in  the  bullion. 

(5)  An  increase  in  the  private  deposits. 

(6)  An  increase  in  the  note  circulation. 

When  the  dividend  money,  now  about  £5,250,000  per 
quarter,  is  released,  it  has  the  effect  of  increasing  the 
supply  of  capital,  and  consequently  at  these  periods  we 
may  expect  the  rate  of  interest  to  fall. 

The  financial  requirements  -of  the  Chancellor  of  the 
Exchequer  frequently  cause  changes  in  the  value  of 
money.  This  is  especially  the  case  when  there  is  a 
large  sum  floating  in  the  market  in  the  form  of  Treasury 
or  Exchequer  bills.  The  repayment  or  renewal  of  such 
obligations  has  an  effect  upon  the  value  of  money,  especi- 
ally at  times  when  capital  is  scarce.  The  rates  at  which 
these  obligations  are  renewed,  would  be  an  indication  to 
the  Bank  directors  as  to  the  position  of  the  outside  market. 

In  the  financial  papers  reference  is  made  to   certain 

payments   or   calls   which   fall   due.      For   example,    an 

instalment  on  an  Indian  loan  of  say  £1,000,000  has   to 
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be  paid,  and  consequently  the  market  is  denuded  of  that 
amount  of  capital.  Again  a  large  company  makes  a  call 
upon  its  shareholders,  who  are  obliged  to  find  capital  to 
meet  the  same.  Then  at  the  same  time  we  might  have 
the  Government  borrowing  £1,000,000  on  Treasury  bills. 
These  bills  are  issued  at  various  dates,  and  if  they  are 
appHed  for  at  low  rates,  it  would  indicate  that  the  market 
expects  a  low  average  rate  for  money. 

The  effect  of  all  these  calls  upon  the  market  would  be 
to  raise  the  rate  of  interest. 

We  often  see  it  stated  that  the  Bank  of  England  has 
been  borrowing  on  stock.  This  means  that  it  borrows 
capital  in  the  market,  Hke  the  bill  brokers.  The 
weekly  reports  show  this  by  a  decrease  in  Govern- 
ment securities.  The  Bank  directors  endeavour  to  make 
their  rate  more  effective,  or,  as  it  is  stated,  to  get  control 
of  the  market. 

It  is  difficult  to  understand  how  capital  so  obtained  by 
the  Bank  can  be  utilised  at  a  profit,  but  when  the  Bank 
gets  control  of  the  market,  it  is  able  to  get  more  discount 
business ;  which  no  doubt  would  more  than  compensate  it 
for  the  amount  paid  as  interest  on  loans. 

The  rates  for  money  prevaiHng  on  the  Stock  Exchange 
form  a  guide  to  the  Bank  directors  in  fixing  their  rate. 
They  study  closely  the  events  which  are  taking  place  in 
the  great  market  for  securities. 

A  large  portion  of  the  business  transacted  on  the  Stock 
Exchange  is  of  a  speculative  nature.  Stock  is  purchased, 
but  not  paid  for,  so  that  when  the  fortnightly  settlement 
arrives,  the  buyer  has  to  obtain  a  loan  on  his  stock,  or,  as 
it  is  termed,  "  carried  over  "  to  the  next  settlement.  This 
is  done  by  the  broker,  who  charges  his  client  interest  for 
the  transaction.  The  rate  of  interest  charged  affords  some 
indication  as  to  the  scarcity  of  capital  or  otherwise. 
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We  have  been  considering  some  forces  or  economic 
causes  which  tend  to  increase  the  value  of  capital  in  the 
market.  There  are,  how^ever,  causes  which  have  the 
effect  of  lowering  the  rate  of  interest. 

Sometimes  a  large  Government  loan  is  paid  off,  which 
has  the  effect  of  throwing  capital  on  the  market.  Again, 
a  railway  is  purchased  by  a  Government  and  its  capital 
returned  to  its  shareholders.  This  recently  occurred, 
when  a  Dutch  railway  was  purchased  by  the  Govern- 
ment, and  produced  some  effect  upon  market  rates.  We 
have,  in  fact,  rates  for  money  continually  changing  in 
consequence  of  the  movement  of  comparatively  small 
amounts  of  capital. 

However,  for  more  permanent  causes  of  annual  average 
rates,  whether  high  or  low,  the  condition  of  trade*  is  the 
most  important  factor.  When  trade  is  depressed,  less 
capital  is  required,  and  therefore  years  of  depression  would 
mean  low  average  rates  of  interest. 

Our  commercial  system  is  highly  organised.  The 
division  of  labour  has  made  trades  dependent  upon  each 
other.  A  depression  in  one  trade  soon  affects  another, 
and  this  reacts  upon  the  banks,  which  find  that  less  capital 
is  required,  and  consequently  rates  for  money  fall. 

Again,  we  find  credit  an  important  factor  in  the  money 
market,  not  only  in  connection  with  the  mercantile  com- 
munity, but  also  with  banks.  Trade  is  carried  on  by 
means  of  borrowed  capital  obtained  from  the  banks, 
which  lend  capital  belonging  to  others. 

A  greater  portion  of  the  resources  of  banks  is  utilised  in 
the  discounting  of  bills  which  represent  credit  transactions, 
and  we  have  seen  that  the  term  discount  is  used  in  the 
money  market  rather  than  the  term  interest,  showing 
that  the  purchase  of  these  credit  documents  is  the  most 
important  business  in  the  money  market. 
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We  have  already  stated  that  the  Bank  is  only  in  the 
position  of  one  of  the  largest  dealers  in  capital.  We  must, 
therefore,  consider  the  action  of  the  other  lenders, 
especially  the  bill  brokers  and  large  discount  houses,  that 
wield  a  great  power  in  the  market.  These  institutions 
compete  against  the  Bank,  in  order  to  obtain  capital  and 
to  utihse  the  same  in  the  discount  of  bills. 

For  example,  the  effect  of  this  competition  may  be  seen 
by  the  following  quotation  of  rates  prevailing  at  one  time 
in  the  market,  viz. : — 


Discount. 
Bank  rate 

Per  cent. 
5       ... 

Money. 
7  day  Bank  of  England 

Per  cent. 

3  month  bank  bills 

4|     4f 

loans 

6       ... 

6        „            „ 

H     4f 

Bankers'  deposit  rate 

Sh    ... 

3  month  fine  trade  bills 

5       ... 

Brokers'  deposit  rate 

3^    3f 

6 

5       ... 

7  day  market  loans 

3i     4 

Day  to  day  money  . 

2J     3 

The  above  rates  tell  us  somewhat  as  to  the  position  of 
the  money  market. 

We  note  that  the  rate  for  three  month  bank  bills  differs 
only  J  per  cent,  from  the  bank  rate.  This  would  indicate 
that  the  Bank  is  able  to  effect  some  discount  business,  and, 
therefore,  that  its  rate  conforms  to  the  market  value  for 
capital. 

The  rate  for  six  month  bank  bills  is  a  fraction  less, 
because  the  market  assumes  that  the  average  value  of 
money  for  that  period  will  be  less. 

It  is  to  be  noticed  that  the  rate  for  fine  trade  bills  is  a 
little  more,  viz.,  from  1  to  |^  per  cent.  This  additional 
interest  is  charged  because  more  risk  attends  the  discount 
of  trade  bills  than  bills  accepted  by  banks,  which  will 
almost  to  a  certainty  be  paid. 

We  observe  that  the  Bank  charges  1  per  cent,  above  the 
pubhshed  rate  for  seven  day  loans.  This  is  the  usual 
custom  of  that  institution,  and  therefore  every  dealer  in 


CAUSES  OF  FLUCTUATIONS  OF  RATE.        133 

money   endeavours   to   meet    his    engagements   without 
its  aid. 

The  banks  generally  allow  1|  per  cent,  below  bank  rate 
for  deposits,  unless  the  rate  is  very  low,  when  there  is 
only  a  difference  of  1  per  cent.  Recently,  we  have  seen 
the  rate  for  deposits  allowed  by  the  banks  lowered  to 
I  per  cent. ;  whilst  the  Bank  of  England  remains  at  the 
nominal  rate  of  2  per  cent.  This  would  show  the 
great  difficulty  experienced  in  utilising  deposits  at  a 
profit.  The  cause  of  this  difference  between  discount  and 
deposit  rates  is  that  the  banks  have  at  times  to  lend 
money  at  call,  at  rates  much  below  bank  rate.  Then 
again,  they  have  to  find  an  investment  for  depositors' 
money,  which  of  necessity  entails  risk,  and,  therefore, 
some  margin  is  required  as  an  insurance  fund.  We  note 
that  day  to  day  money  is  only  worth  2^  to  SJ  per  cent., 
and,  therefore,  if  a  banker  allowed  8 J  per  cent,  on  deposit^ 
there  would  be  a  loss  by  the  transaction.  However,  it  is 
the  average  rate  which  must  be  considered. 

The  brokers'  deposit  rate  is  a  little  higher  than  the 
banks',  viz.,  ^  per  cent.,  which  would  indicate  that 
they  are  anxious  to  secure  the  use  of  capital,  and  there- 
fore are  wilhng  to  pay  a  higher  rate. 

The  brokers  prefer  a  low  average  rate  for  money  in 
order  to  conduct  their  business  rather  than  a  rate  con- 
tinually fluctuating.  The  profit  of  the  brokers  would  be 
the  difference  between  their  deposit  rates  and  market 
rates  for  discount.  They  also  allow  an  additional  J  per 
cent,  for  money  lent  them  for  seven  days,  in  order  to 
avoid  applications  to  the  Bank  of  England. 

The  last  quotation  is  for  day  to  day  money,  that  is, 
money  which  can  be  called  in  at  any  moment  by  the 
banks.  Naturally  money  borrowed  on  such  conditions  is 
not  so  valuable  to  the  broker,  because,  if  loans  are  called 
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in,  he  is  obliged  to  borrow  elsewhere,  and  what  the 
reqnirements  of  the  market  will  be  on  the  following 
day,  may  not  be  known. 

By  studying  these  rates  we  get  an  insight  into  some  of 
the  forces  which  cause  fluctuations  in  the  value  of  money. 
The  tendency  in  the  money  market  is  towards  an  equalisa- 
tion of  rates.  Naturally  every  borrower  endeavours  to 
find  the  cheapest  market.  When  bills  of  a  certain  class 
are  discounted  at  the  banks,  it  is  in  consequence  of  the 
holders  not  being  able  to  discount  them  below  bank  rate, 
because,  although  their  credit  is  good,  yet  they  are  not 
sufficiently  known  in  the  market.  The  forces  at  work  in 
the  market  are  always  tending  to  make  the  bank  rate 
equal  to  the  market  rate.  ^Tien  there  is  a  great  dis- 
crepancy between  the  two,  a  less  number  of  bills  are 
discounted  at  the  banks.  Some  of  the  large  banks,  how- 
ever, compete  for  bills,  that  is,  they  discount  for  their 
customers  at  market  rates,  and  such  banks  would  not 
experience  the  movements  indicated. 

Again,  the  London  banks  soon  ascertain  how  rates  of 
interest  are  tending  by  the  daily  applications  of  the 
brokers.  When  capital  is  scarce  in  the  market,  the  bill 
brokers  visit  the  banks  perhaps  two  or  three  times  a  day 
in  order  to  obtain  the  surplus  capital  of  such  institutions, 
and  offer  at  times  even  higher  rates  than  the  bank  rate,  in 
order  to  avoid  applying  at  the  Bank  of  England  for  loans. 
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CHAPTEB  XVn. 

EFFECT  OF  CHA^STGES  IN  RATE. 

Having  briefly  considered  the  cause  of  changes  in  the 
rate  of  discount,  we  will  now  study  some  of  the  eflfects. 
Of  these  the  most  important  would  be  in  relation  to  the 
commerce  of  this  country,  becanse,  as  we  have  seen,  the 
greater  part  of  our  trade  is  carried  on  by  means  of 
borrowed  capital. 

Every  change  in  the  price  of  money  must  of  necessity 
react  upon  the  value  of  commodities.  Merchants  purchase 
goods  on  the  presumption  of  being  able  to  borrow 
capital  at  all  times.  If  borrowing  becomes  difficult  or 
disorganised,  the  whole  trade  of  the  country  suffers.  Of 
course,  profits  made  on  the  purchase  or  sale  of  goods 
are  considerably  affected  by  the  fluctuations  in  the  rate. 
If  a  merchant  has  to  pay  a  higher  rate  for  the  loan  of 
capital  than  he  has  estimated  in  a  contract,  his  profit 
might  be  reduced  to  nothing. 

Trade  would  become  restricted  if  they  were  abnormally 
high,  because  merchants  would  find  it  difficult  to  obtain 
a  correspondingly  higher  value  for  their  commodities. 

If,  however,  we  get  low  rates  of  interest,  production 
would  be  stimulated,  and,  as  a  consequence,  trade  would 
be  active,  but  a  high  rate  of  interest  does  not  materially 
affect  commerce,  although  great  fluctuations  may  be 
detrimental. 

A  high  rate  woidd  stop  speculation,  and  this  at  times  is 
beneficial   to   the  country.     It   would   be  the   means   of 
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preventing  a  certain  amount  of  circulating  capital  being  con- 
verted into  fixed,  that  is,  expended  in  the  construction  of 
railways,  mines,  docks,  and  other  similar  undertakings.  In 
such  cases  capital  v^ould  not  be  reproduced  for  a  long  term 
of  years. 

We  find  reference  made  in  financial  journals  as  to  the 
price  of  capital  in  relation  to  trade.  They  inform  us  that 
at  times  the  rate  of  discount  should  be  reduced  in  order  to 
afford  relief  to  the  mercantile  community.  This  demon- 
strates how  closely  the  trade  of  this  country  is  associated 
with  the  value  of  money. 

Mr.  Bagehot  has  stated  that  "Lombard  Street  is  by 
far  the  greatest  combination  of  economical  power  and 
economical  delicacy  that  the  world  has  ever  seen  ".  It  is 
the  centre  or  the  money  market  of  the  whole  world.  All 
demands  for  capital  are  supphed  from  this  centre. 

If  a  foreign  Government  wishes  to  borrow  capital, 
the  rate  of  interest  prevaihng  in  Lombard  Street  would 
first  be  ascertained.  If  the  rate  was  high,  the  Govern- 
ment would  wait  for  a  more  favourable  opportunity. 
Every  nation  wishes  to  borrow  cheaply,  and  therefore 
avoids  a  market '  where  money  is  dear. 

The  Enghsh  market  has  been  invariably  a  cheap 
one  for  borrowers,  and  therefore  foreign  States  have 
found  it  advantageous  to  borrow  here,  rather  than  in 
Paris,  Berhn,  or  New  York. 

This  is  seen  from  the  average  rates  since  1845  : — 

1845-54 £3  8  8 

1855-64 4  14  8  • 

1865-74 3  16  5 

1875-84 3  3  8 

1885-94 3  3  2 

The  rate  of  interest  allowed  by  the  banks  for  money  on 
deposit  is  determined  by  the  bank  rate.  The  London 
banks  generally  allow  li  per  cent,  below  bank  rate  unless 


EFFECT  OF  CHANGES  IN  RATE.  137 

the  rate  is  very  low,  when  there  is  only  a  difference  of  1 
per  cent.  We  have  explained  elsewhere  the  reason  of 
this  difference.  The  London  banks  and  discount  houses 
announce  in  the  dail}^  papers  their  deposit  rates  the  day 
after  the  bank  rate  is  fixed. 

If  a  high  rate  of  interest  is  allowed,  we  should  expect 
to  see  the  deposits  in  banks  increase,  but  if  low  the 
deposits  would  tend  to  decrease,  because  the  depositors 
would  naturally  find  other  investments  for  their  capital. 
It  may,  however,  happen  in  consequence  of  the  difficulty 
of  finding  employment  for  capital,  and  also  in  consequence 
of  a  want  of  confidence,  the  deposits  in  banks  may  increase, 
although  the  rate  allowed  is  only  i  per  cent. 

The  value  of  money  in  the  London  market  soon  affects 
the  rates  prevailing  in  other  great  commercial  centres, 
such  as  Paris,  Berlin,  Vienna,  Amsterdam,  and  New  York. 
The  changes  in  the  bank  rate  are  soon  reflected  in  the 
foreign  exchanges.  Thus,  with  a  high  rate  prevaihng  in 
the  London  market,  we  should  observe  that  the  exchanges 
would  gradually  tend  in  favour  of  this  country.  This  is  in 
consequence  of  capital  being  sent  here  for  investment. 

We  might  say  that  London  is  the  great  clearing  house 
of  the  world.  More  bills  of  exchange  are  drawn  upon 
London  than  any  other  commercial  centre,  and  such  bills 
are  a  favourite  investment  on  the  Continent.  The  holders 
of  such  bills  profit  by  the  variation  in  the  rates  of 
exchange. 

Mr.  Goschen  refers  to  this  subject  in  his  book  on  the 
foreign  exchanges,  thus :  "  We  now  come  to  the  fact 
which  it  is  very  important  clearly  to  appreciate,  that 
at  any  moment  there  is  in  the  hands  of  bankers  and 
exchange  dealers  a  large  amount  of  bills  on  foreign 
countries,  held  partly  for  the  purpose  of  speculating  on 
a  rise  or  fall  in  the  price  of  bills,  but  to  a  very  large 
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extent'  solely  for  the  sake  of  the  interest  which  is  to  be 
made  on  them.  Bills  on  England,  owing  to  the  high  rate 
of  interest  which  they  often  bear  as  compared  with  con- 
tinental rates,  are  a  favourite  investment  abroad.  In 
Paris,  Berlin,  Frankfort,  Hamburg,  and  other  continental 
cities,  the  bills  on  England  held  by  bankers  and  joint- 
stock  companies  often  amount  to  many  millions  sterling, 
and  a  very  large  sum  remains  in  their  hands  for  several 
months,  in  fact  from  the  time  when  the  bills  are  drawn  to 
the  time  when  they  fall  due." 

The  changes  in  the  rate  of  discount  have  a  considerable 
effect  on  the  Stock  Exchange,  where  vast  amounts  of 
capital  are  lent  fortnightly,  and  consequently  such  changes 
soon  affect  the  value  of  securities.  If  rates  are  low, 
speculation  increases  and  more  purchases  are  effected. 
Various  stocks  are  bought  because  the  rates  of  interest  on 
such  stocks  are  higher  than  the  rate  which  the  borrowers 
pay  to  the  banks. 

Supposing  £10,000  Colonial  Stock  is  purchased  and 
the  stock  bears  4  per  cent,  interest,  and  2J  per  cent,  is 
paid  for  the  loan  of  capital  advanced  on  it,  then  the 
purchaser  gets  IJ  per  cent,  by  the  transaction  if  he  is 
able  to  borrow  from  one  settlement  to  another. 

Again,  a  low  rate  encourages  speculation,  because,  the 
brokers  being  able  to  borrow  cheaply,  there  is  a  tendency 
for  all  securities  to  rise. 

The  rates  charged  for  "  carrying  over  "  stock  on  the 
Exchange  fluctuate  with  the  bank  rate  of  discount,  and  if 
such  rates  are  high,  speculation  is  checked  and  the 
price  of  securities  falls.  There  is  therefore  a  close  connec- 
tion between  the  rates  for  money  and  the  price  of 
securities. 

We  will  briefly  consider  the  effect  upon  some  of  the 
securities   dealt   in    on    the    Stock    Exchange.     At    the 
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head  of  such  securities  would  be  British.  Government 
Funds,  which  are  particularly  sensitive  to  changes  in  the 
rate  of  interest.  They  form  a  floating  security  in  the 
money  market.  The  large  financial  houses  are  able 
to  borrow  capital  from  the  banks  against  Consols, 
and,  if  the  average  rate  of  interest  in  the  market 
is  higher  than  the  rate  on  Consols,  there  would  be  a 
tendency  for  the  price  to  fall.  The  holders  would 
prefer  selling  their  stock  and  lending  capital  in  the  open 
market. 

If,  again,  the  banks  offer  a  high  rate  of  interest  for 
deposits,  the  holders  of  Government  Stock  might  prefer 
selling  to  get  the  higher  rate.  With  a  high  market 
rate  prevaiHng  the  banks  would  be  inclined  to  sell 
Government  Stock  in  order  to  lend  the  proceeds  to 
bill  brokers,  and  thus  secure  a  more  remunerative  return 
for  their  capital. 

Again,  the  price  of  Treasury  and  Exchequer  Bills  is 
largely  affected  by  the  market  rates  for  money.  These 
securities  like  Consols  are  utilised  by  discount  houses 
as  cover  for  advances  made  by  banks  to  such  institutions. 
We  therefore  find  the  price  of  these  securities  fluctuating 
with  the  market  value  for  capital. 

Mr.  Giffen  refers  to  this  as  follows  :  "  There  is  a  close 
connection  between  the  short  loan  and  the  speculation 
in  securities.  The  funds  of  the  short  loan  market  are 
employed  partly  in  holding  securities,  ■  and  where  these 
funds  are  diminished  or  increased  from  any  cause,  how- 
ever temporary,  there  is  an  immediate  effect  on  the  price 
of  some  securities.  But  the  great  mass  of  securities 
will  only  be  affected  by  more  permanent  changes  in  the 
rates  obtainable  for  money  in  other  markets." 

In  recent  years  the  connection  between  the  Stock 
Exchange   and   the   banks  has  been  of  a  more  intimate 
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character.  It  has  been  stated  by  the  Economist  that 
an  additional  £9,000,000  of  capital  was  lent  by  the  banks 
on  the  Stock  Exchange  for  the  year  1889. 

Large  amounts  of  stock  are  deposited  with  the  banks  by 
stockbrokers  against  money  lent  for  the  fortnightly 
account,  a  certain  margin  being  provided  to  cover 
contingencies.  When  the  settlement  arrives,  a  fresh  loan 
is  made  and  the  stock  is  carried  over  for  another  fort- 
nightly period.  It  is  easy  to  understand  how  the  rates 
for  money  must  affect  the  price  of  securities  which 
have  not  been  bought  by  the  public,  and  therefore  do 
not  represent  actual  purchases  or  sales. 

Credit  is  also  an  important  force  in  connection  with  the 
Stock  Exchange.  If  at  any  time  a  rumour  gets  abroad 
that  the  banks  intend  to  refuse  loans  on  certain  securities, 
the  price  of  such  securities  falls  considerably.  The  with- 
drawal of  loans  by  the  banks  from  the  Stock  Exchange 
would  have  a  most  disastrous  effect.  It  was  stated  quite 
recently  that  certain  banks  intended  curtailing  their  loans 
on  the  Stock  Exchange,  and  even  that  rumour  almost 
created  a  panic. 

Any  increase  in  the  value  of  money  would  tend  to 
increase  savings,  and  as  a  large  portion  of  such  savings 
would  be  invested  on  the  Stock  Exchange,  prices  would 
therefore  rise.  On  the  other  hand,  a  low  rate  of  interest 
would  act  as  a  check  on  savings,  and  this  effect  is 
reflected  in  the  price  of  securities. 

The  value  of  money  in  the  market  does  therefore 
exercise  a  great  influence  upon  all  interest-bearing 
securities. 
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CHAPTEE  XVIII. 

THE  MONEY  MARKET  IN  1890. 

In  order  to  afford  a  practical  illustration  of  some  of  the 
forces  which  from  time  to  time  cause  fluctuations  in 
the  rate  of  interest,  we  intend  to  give  a  short  account 
of  the  money  market  for  the  year  1890,  because  it  was  an 
anxious  period  for  the  banks  of  this  country.  In  doing  this 
we  shall  be  able  to  judge  somewhat  whether  the  Bank 
directors  exercised  their  powers  rightly,  in  making 
alterations  of  the  rate.  We  might  notice  that  each  year 
has  some  leading  features  which  distinguish  it  from  the 
preceding  one. 

Thus  the  failure  of  the  City  of  Glasgow  Bank  in 
1B78  had  an  important  effect  upon  the  money  market. 
Then  again  a  gigantic  speculation  in  some  great 
commodity  has  an  effect  upon  the  rate  of  interest,  such 
as  the  copper  speculation  in  1889. 

Again,  the  requirements  of  a  foreign  country  in  order 
to  place  its  currency  on  a  satisfactory  basis,  which  may 
lead  possibly  to  a  drain  of  gold,  have  caused  great 
changes  in  the  value  of  money.  In  fact  we  might  almost 
say  that  the  requirements  of  the  world  for  specie,  are 
supplied  from  Lombard  Street.  The  year  1890  opened 
with  a  bank  rate  of  6  per  cent.,  and  also  with  the  outside 
market  denuded  of  capital,  because  the  Bank  return 
showed  that  the  market  had  borrowed  seven  to  eight 
millions.  Of  course  this  showed  that  the  Bank  of 
England  had  control  over  the  outside  market,  and  there- 
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fore  little  competition  existed  between  the  Bank  and  the 
said  market.  The  year  therefore  began  with  a  deficiency 
of  surplus  capital,  in  consequence  of  the  heavy  calls  upon 
the  resources  of  the  market  in  previous  years,  which 
have  been  described  as  mania  periods.  Thus  in  1888 
£160,000,000  of  capital  was  invested  in  South  American 
securities,  followed  in.  1889  by  £190,000,000  of  capital 
subscribed  for  breweries,  mines  and  trust  company 
investments.  These  facts  explain  to  us  the  position  of 
the  market  throughout  the  year.  The  consumption  of 
capital  has  been  larger  than  the  supply. 

Mr.  Giffen  has  estimated  the  annual  savings  of  this 
country  to  be  £150,000,000,  but  of  this  amount  a  large 
portion  would  be  invested  in  stock,  premises,  machinery, 
land,  etc.,  and  he  therefore  estimates  that  a  balance  of 
£80,000,000  can  be  regarded  as  free  savings  which  require 
to  be  invested  through  the  medium  of  the  Stock  Exchange. 
If,  as  he  says,  an  additional  £20,000,000  were  added  to 
any  one  year  it  would  make  a  great  difference  in  the 
prices  of  securities,  which  would  be  inflated,  and  paper 
profits  would  be  large. 

By  means  of  these  instructive  figures  we  are  able  to 
ascertain  whether  the  capital  required  for  new  under- 
takings is  in  excess  of  the  annual  accumulations.  In 
order  to  show  this  we  will  take  the  capital  called  up  for 
ten  months  to  October,  1889,  in  comparison  with  the  same 
period  of  1890  :— 

October,  1889,  called  up  £128,670,798 
1890        „      „      104,729,709 

From  these  amounts  we  should  have  to  deduct  the 
amount  of  capital  returned  to  this  country  by  means  of 
redemption  drawings.  After  making  allowance  for  this 
return  of  capital,  the  figures  given  are  very  large  in 
comparison  with  previous  years. 
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For  example,  new  issues  of  Colonial  Government 
Municipal  Loans,  etc.,  were  as  follows,  viz.  : — 

1876  ....  £25,600,000 

1883  ....  48,700,000 

1884  ....  48,900,000 

1885  ....  51,700,000 

We  must  therefore  conclude  that  during  the  previous 
three  years  the  amount  of  capital  subscribed  for  new 
undertakings  had  been  in  excess  of  the  annual  savings. 
The  above  facts  clearly  show  why  a  6  per  cent,  rate 
was  prevailing  in  January. 

The  first  relief  which  the  market  obtained  was  through 
the  payment  of  dividends  on  Government  Stocks  on  5th 
January,  amounting  to  £5,250,000.  These  quarterly 
payments  on  Government  Stocks  are  always  taken  into 
account  by  the  money  market  and  naturally  tend  to  ease 
rates. 

In  the  first  quarter  of  the  year  there  is  another  force  at 
work  which  must  not  be  forgotten,  and  that  is  the  collection 
of  taxes  for  the  revenue.  As  the  financial  year  ends  on 
the  5th  April,  the  collectors  of  taxes  make  strenuous 
efforts  to  obtain  payment  of  all  outstanding  amounts. 
The  revenue  receipts  for  the  quarter  are  about 
£31,500,000,  and  if  the  Chancellor  of  the  Exchequer 
lends  any  of  this  amount,  it  would  tend  to  lower  rates. 

The  power  of  the  Government  in  the  money  market 
must  not  be  forgotten  in  considering  fluctuations  of  the 
rate  of  interest.  The  Government  borrows  on  Treasury 
bills,  and  whenever  they  are  paid  off  or  renewed,  we  have 
some  changes  in  the  rates  for  money. 

Every  week  we  find  reference  made  to  the  two  rates 
prevailing,  viz.,  the  bank  rate  and  the  market  rate,  and 
sometimes  when  there  is  a  great  difference  between  the 
two,  the  Bank  of  England  endeavours  to  make  its  rate 
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more  effective  by  borrowing  in  the  outer  market.  This 
is  effected  by  borrowing  on  stock,  which  denudes  the 
market  of  surpkis  capital.  If  we  study  the  weekly  balance 
sheets  of  the  Bank  of  England,  this  result  is  shown  in  a 
decrease  of  Government  securities. 
For  example : — 

October  29       .         .     Government  securities   .         .     £16,133-,500 
Novembers    .         .  Do.  .         .       15,498,500 

Decrease £635,000 

This  amount,  viz.,  £635,000,  would  represent  the 
amount  borrowed  in  the  open  market  by  the  Bank. 

Another  important  element  to  be  remembered  is  the 
rates  for  money  prevailing  at  places  abroad  where  capital 
is  concentrated.  These  rates  tell  us  whether  capital  is 
likely  to  be  drawn  away  from  this  country.  They  are 
quoted  weekly  in  the  Economist  in  the  following  form, 
viz.  : — 

Paris +   1_9^  per  cent. 

Berlin -      i  ^, 

Amsterdam +2  ,, 

New  York -  25^  „ 

+  (above)  -  (below)  London  rates. 

The  foreign  exchanges  also  indicate  whether  capital  is 
drifting  towards  this  country  or  not.  For  example,  we 
find  a  quotation  as  follows,  viz. : — 

France +  If  for  us 

Germany  ......  -2\  against  us 

Holland _  31.  against  us 

New  York ..4    against  us 

As  a  rule,  the  foreign  exchanges  follow  the  changes  of 
the  bank  rate,  rather  than  precede  such  alterations. 

The  Bank  of  France  is  able  to  retain  gold  by  charging  a 
premium,  and  therefore  high  rates  of  discount  prevailing 
here  are  unable  to  attract  it,  if  that  institution  wishes  to 
maintain  its  reserve  of  gold. 


THE   MONEY   MARKET   IN   1890.  145 

As  we  have  already  discussed  the  composition  of  the 
reserve  at  the  Bank  of  England,  it  will  only  be  necessary 
to  study  the  changes  which  occurred. 

The  stock  of  bulHon  and  the  reserve  in  the  banking  de- 
partment in  January  were  both  low  in  comparison  with 
previous  years. 

Thus  :— 

31st  Dec,  1879.   5th  Jan.,  1887.   5th  Jan.,  1888.  2nd  Jai).,  1889.   1st  Jan.,  1890. 

£27,601,000      £19,307,000      £20,164,000    £19,366,000       £17,782,000. 
Proportion  of  \ 

reserve  to  li- 1    30|  per  cent.    38  per  cent.    29^  per  cent.     27|-  per  cent, 
abilities         . ) 

There  were  other  indications  showing  the  expenditure 
of  capital.  For  example,  the  clearing  house  returns,  which 
are  always  studied  by  the  market  because  they  illustrate 
the  condition  of  business  in  the  country. 

Of  these  returns  the  fourths  of  the  months  give  us  some 
idea  as  to  the  amount  of  bills  in  circulation,  whereas  those 
of  the  fortnightly  settlements  and  the  Consol  setthng  days 
on  the  Stock  Exchange  illustrate  the  amount  of  specu- 
lative and  investment  business  transacted  in  the  country. 

If  the  returns  were  falling  off,  they  would  show  that 
less  capital  was  necessary  to  carry  on  the  business  of 
the  country,  and  we  should  expect  to  see  a  gradual  reduc- 
tion in  the  rate  of  discount. 

The  returns  for  1889  showed  an  increase  of  £654,878,000, 
which  indicated  that  capital  was  in  great  demand. 

The  high  bank  rate  at  the  beginning  of  the  year  had  the 
effect  of  turning  the  foreign  exchanges  in  our  favour. 
For  example  : — 


4th  Jan.,  1890. 

11th  Jan.,  1890. 

French  Exchange  . 

If  for  us 

1    for  us 

German  . 

2J  against  us 

par 

Dutch      . 

3i          „ 

2^  against  us 

New  York 

4 

10     . 

par 
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In  the  early  part  of  the  year  the  raarket  was  affected 
by  a  financial  transaction  which  has  occurred  on  several 
previous  occasions. 

In  order  to  effect  the  conversion  of  the  Kussian  debt 
from  5  per  cent,  to  4  per  cent,  it  was  necessary  that  it 
should  be  done  when  rates  were  low.  A  forced  ease  was 
effected  by  means  of  a  milHon  of  gold  being  brought  here, 
and  this  additional  capital  would  temporarily  affect  the 
market. 

The  note  circulation  in  March  generally  shows  a  con- 
traction of  £2,000,000  to  £3,000,000  in  consequence  of 
money  being  required  for  revenue  purposes.  Although  a 
6  per  cent,  rate  prevailed  in  the  market,  yet  it  had  not 
the  effect  of  attracting  gold  to  this  country.  The  Bank  of 
England  paid  a  halfpenny  per  ounce  more  for  bar  gold  in 
order  to  draw  capital  from  abroad. 

The  rate  was  however  reduced  to  5  per  cent,  on  20th 
February  in  consequence  of  an  increase  in  the  bullion  at 
the  Bank,  and  also  because  the  banking  reserve  showed  a 
proportion  of  50  per  cent,  to  habilities. 

When  the  bank  rate  is  high,  the  traders  of  this  country 
suffer  somewhat,  because  most  of  the  banks  are  guided  by 
the  bank  rate  in  fixing  their  charges.  It  is  therefore 
important  to  the  trading  community  that  a  high  bank 
rate  should  not  exist  when  the  reserve  at  the  bank  is 
abnormally  high. 

On  5th  March  the  rate  was  reduced  to  4i  per  cent.,  the 
market  rate  being  3 J  per  cent.  There  was  nothing  of 
importance  in  favour  of  cheap  money,  because  there  were 
several  calls  due  on  new  undertakings  and  the  business  of 
the  country  showed  some  improvement ;  however  the  rate 
was  reduced  to  4  per  cent,  on  12th  March  in  consequence 
of  an  increase  to  51  per  cent,  in  the  Bank's  reserve. 

As  we  have  already  remarked,  there  is  a  close  connection 
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between   the  banks   and   the    Stock   Exchange,  and   all 
applications  for  new  capital  affect  the  rate  of  interest. 

The  following  table  shows  the  increase  from  1885  to 
1890  :— 


New  capital  applications 


£ 

One  Quarter. 

30,240,000 

1890 

56,800,000 

1889 

34,600,000 

1888 

21,500,000 

1887 

26,800,000 

1886 

13,759,000 

1885 

The  quarterly  dividends  due  5th  April  would  affect  the 
market  in  the  same  way  as  in  January,  and  consequently 
the  rate  was  reduced  on  10th  April  to  3^  per  cent.,  the 
reserve  at  the  Bank  being  in  the  proportion  of  43J  per 
cent.  There  was  a  further  reduction,  17th  April,  to  3  per 
cent.,  the  reserve  being  45 J  per  cent.  This  ease  however 
was  not  prolonged,  because  we  find  that  in  the  following 
week  a  withdrawal  of  gold  on  balance  of  £357,000  had 
taken  place  and  the  reserve  had  fallen  to  44^  per  cent. 
Of  this  gold  £'200,000  was  shipped  to  Buenos  Ayres,  where 
financial  difficulties  existed.  The  market  also  expected 
that  the  Eussian  Government  would  send  its  surplus  capital 
from  London  to  Paris,  where  most  of  its  securities  were 
held.  This  withdrawal  of  bullion  had  the  effect  of  har- 
dening market  rates,  especially  when  it  was  known  that 
gold  would  also  be  required  for  Scotland  in  the  following 
month,  viz.,  May,  in  order  to  meet  payments  due  on  the 
Scotch  ^quarter  day. 

The  Bank  of  England  returns  for  1st  May  showed  that 
the  market  was  short  of  capital,  because  applications  had 
been  made  at  the  Bank  for  loans.  This  was  shown 
by  an  increase  in  the  other  securities  of  £1,358,000. 
Again,  the  Government  had  issued  £1,500,000  of  Treasury 
bills,  which  would  cause  the  withdrawal  of  surplus  capital 
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from  the  market.  On  the  other  hand,  it  was  known  that 
£2,000,000  of  Treasury  bills  faUing  due  at  a  later  period 
would  not  be  renewed  and  therefore  tend  to  ease  rates. 

The  market  at  this  time  was  somewhat  affected  by 
speculations  in  silver.  This  was  in  consequence  of  the 
United  States  authorising  the  coinage  of  additional  silver. 
The  sudden  rise  in  the  price  of  that  metal  naturally 
followed,  and  the  price  of  all  silver  securities  rapidly  rose. 
It  was  stated  that  several  large  financial  companies  had 
speculated  in  such  securities. 

The  effect  of  the  silver  legislation  in  the  United  States 
would  cause  gold  to  leave  that  country  and  increase  the 
stock  here.  This  is  in  accordance  with  Gresham's  law, 
which  states  that  if  two  metals  are  used  as  currency  in  a 
country,  the  one  of  less  value  will  remain,  whilst  the 
other  is  exported. 

It  was  also  observed  that  the  high  bank  rate  in  January 
and  February  had  affected  the  value  of  the  securities 
quoted  on  the  Stock  Exchange,  where  7  per  cent,  was 
charged  for  loans. 

On  the  other  hand,  the  United  States  securities  had 
risen  considerably  in  consequence  of  the  silver  legislation. 
However,  a  few  months  later  a  reaction  occurred,  which 
showed  that  any  attempt  to  give  an  artificial  value  to 
silver  must  fail. 

With  regard  to  the  Stock  Exchange,  the  cause  for 
anxiety  was  the  state  of  affairs  in  the  Argentine  Kepublic, 
where  £150,000,000  of  EngHsh  capital  had  been  invested. 
This  would  naturally  affect  banks  and  their  rates  of 
interest,  especially  as  it  was  estimated  that  £9,000,000  of 
additional  capital  had  been  lent  on  the  Stock  Exchange. 

There  was  nothing,  however,  to  show  that  a  great 
stringency  would  take  place  in  the  autumn,  although  the 
reserve  of  gold  in  the  bank  was  £1,000,000  less  than  in 
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the  previous  year.  In  fact  it  was  predicted  that  no  great 
drain  of  gold  would  take  place  in  the  autumn,  but  if  we 
remember  the  vast  amount  of  new  undertakings  which 
absorbed  the  floating  capital  of  the  market,  we  cannot 
wonder  at  subsequent  events. 

The  return  for  12th  June  showed  a  reduction  iii  the 
reserve  to  415  P^^  cent.  The  bullion  in  the  issue  depart- 
ment was  also  low,  viz. : — 

Last  year      .         .         .         .      '  .      £22,884,000 
June  12,  1890        ....         21,760,000 

The  Indian  Council  at  this  time  called  in  money  lent  on 
the  market,  and  the  demands  for  loans  from  the  Stock 
Exchange  were  large.  We  therefore  find  that  the  market 
rate  was  only  ^  per  cent,  below  bank  rate. 

The  next  weekly  statement  showed  a  reduction  in 
the  reserve  to  39  per  cent.,  the  bullion  being  £300,000 
less,  and  consequently  the  rate  was  raised  on  25th  June 
to  4  per  cent. 

At  this  time  a  large  loan  for  the  Argentine  Government 
was  expected,  but  it  was  found  impossible  to  float  a  loan 
in  the  market,  and  this  no  doubt  hastened  the  crisis  in 
November. 

The  increased  value  for  capital  here  caused  a  competi- 
tion for  bills  by  foreign  lenders,  and  had  the  effect  of 
reducing  market  rates. 

We  have  already  remarked  that  the  investment  of 
foreign  money  in  bills  on  London  is  a  favourite  invest- 
ment by  bankers  abroad. 

In  the  following  week,  viz.,  10th  July,  the  market  rate 
was  equal  to  the  bank  rate.  This  was  due  partly  to  the 
suspension  of  specie  payments  by  the  National  Bank  of 
Uruguay,  and  it  was  thought  that  specie  would  be  shipped 
to  the  Kiver  Plate. 

The  rate  of  discount   was  raised  to  5  per  cent,  on  the 
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31st  of  July  in  consequence  of  a  low  reserve  in  the  banking 
department,  but  principally  due  to  a  crisis  in  Argentina. 

In  addition  to  these  facts,  we  must  remember  that  a 
large  number  of  new  undertakings  had  been  floated  by 
syndicates,  and  the  public  not  purchasing  these  new 
securities  a  large  lock  up  of  capital  had  followed. 

The  high  bank  rate  attracted  gold  to  this  country  in 
consequence  of  foreign  houses  competing  for  bills,  and  on 
the  21st  August  the  rate  was  reduced  to  4  per  cent. 
Scarcely  a  month  had  elapsed  before  the  rate  was  raised 
to  5  per  cent.,  and  although  the  gold  reserve  was  low,  yet 
no  doubt  the  bank  directors  were  guided  in  their  decision 
by  other  events  which  were  not  realised  until  November. 

The  Stock  Exchange  settlements  showed  a  large  in- 
crease which  was  due  largely  to  securities  being  sold  to 
meet  losses.     For  example  : — 


1890. 

1889. 

1888. 

£ 

£ 

£ 

July  1  settlement 

69,059,000 

50,762,000 

44,825,000 

„    2 

60,970,000 

47,525,000 

53,009,000 

Aug.  1 

53,116,000 

53,654,000 

46,660,000 

M     2            „ 

59,403,000 

48,673,000 

45,068,000 

The  market  rate  being  the  same  as  the  bank  rate  showed 
the  scarcity  of  capital,  and  the  Stock  Exchange  settlement 
for  the  first  fortnight  in  October  was  concluded  with  great 
anxiety. 

This  settlement  foreshadowed  the  collapse  in  November, 
because  a  great  fall  in  South  American  securities  had 
taken  place.  The  bank  directors  reahsed  the  position  of 
affairs,  and  on  7th  November  raised  the  rate  to  6  per 
cent. 

Money  became  very  scarce,  and  in  addition  the  market 
was  full  of  rumours  respecting  the  financial  position  of 
houses  of  world-wide  repute.  When  it  became  known 
that   the   great   house  of  Baring   was   in   difficulties,  it 
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seemed  as  if  a  panic  would  occur.  Fortunately  for  the 
credit  of  this  country,  the  governor  of  the  Bank  of  Eng- 
land grasped  the  situation  and  endeavoured  to  maintain 
England's  financial  position.  The  leading  banks  agreed 
to  form  a  guarantee  fund,  in  order  that  the  acceptances  of 
Messrs.  Baring,  amounting  to  £15,000,000,  should  be  paid 
as  they  fell  due.  The  Bank  of  England  also  strengthened 
its  position  by  borrov^ing  £3,000,000  of  gold  from  the  Bank 
of  France  and  £1,500,000  from  the  Eussian  Government. 
This  had  the  effect  of  restoring  pubHc  confidence,  and 
v^hat  might  have  been  a  great  crisis  in  our  commercial 
history  passed  away,  although  the  effect  of  the  crisis  was 
felt  for  several  years. 

It  is  satisfactory  to  observe  that  all  the  acceptances 
were  paid,  and  the  guarantors  in  1895  were  relieved  of 
their  liability.  A  company  v/as  formed  to  take  over  all 
the  outstanding  assets  of  Messrs.  Baring. 

The  Bank  also  lent  freely  to  those  who  required 
accommodation,  although  7  per  cent,  and  8  per  cent,  was 
charged  for  such  loans.  This  was  shown  by  the  other 
securities,  which  increased  £6,079,000.  Such  high  rates 
could  not  but  fail  to  attract  capital  to  this  country,  and 
when  this  was  effected  the  rate  was  reduced  in  December 
to  5  per  cent. 

The  year  will  always  be  a  remarkable  one  in  the  history 
of  finance,  because  of  the  new  departure  by  the  Bank  of 
England.  It  showed  that  the  other  banking  institutions 
are  now  so  powerful  that  it  is  advantageous  to  have  united 
action  in  order  to  avert  a  crisis.  The  commerce  of  this 
country  is  so  dependent  upon  credit  that  it  is  desirable  to 
have  some  protection  for  bo7id  fide  undertakings  when  an 
unsound  system  of  finance  creates  a  panic  in  the  country. 

We  have  endeavoured  to  show  some  of  the  causes  which 
influence  the  bank  rate,  and  how  all  the  forces  at  work  in 
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the  money  market  are  concentrated  upon  the  reserve  at 
the  Bank  of  England.  We  have  also  observed  that 
changes  in  the  rate  of  discount  are  due  to  the  movements 
of  comparatively  small  amounts  of  capital,  this  being 
especially  the  case  in  the  short  loan  market,  v^here 
fluctuations  occur  daily  in  consequence  of  the  require- 
ments for  capital  being  of  a  variable  nature. 

The  cause  of  such  changes  is  of  great  importance  to 
the  banks  of  this  country,  which  not  only  lend  their 
surplus  capital  in  the  short  loan  market,  but  also  regulate 
their  charges  for  loans  somewhat  in  accordance  with  the 
bank  rate. 

It  would  be  advantageous  if  the  question  of  reserves,  as 
affecting  the  rate  of  discount,  was  fully  discussed  by  the 
representatives  of  the  banks,  in  order  to  ascertain  what 
amount  of  capital  should  be  held  to  meet  any  contingency. 
If  this  question  was  thoroughly  understood,  we  might 
have  a  less  number  of  changes  in  the  rate  of  discount, 
due  to  the  absence  or  presence  of  small  amounts  of  gold 
at  the  Bank  of  England.  It  might  also  prevent  great 
discrepancies  between  the  market  rate  and  the  bank  rate, 
and  thus  tend  to  make  the  latter  more  effective. 

Again,  if  bulhon  was  required,  the  united  action  of  all 
the  banks  would  materially  assist  towards  obtaining  the 
metal  from  abroad. 
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THE   PRESENT  SYSTEM  OF   BANKING. 

When  ,  we  consider  the  old  system  of  banking  with  that 
of  the  present  day  we  find  that  a  great  change  has  taken 
place.  In  early  times  the  issue  of  bank  notes  was  con- 
sidered the  essential  part  of  a  banker's  business.  Nearly 
the  whole  of  his  profit  was  derived  from  this  source. 
There  is,  however,  a  close  connection  between  the  issue  of 
bank  notes  and  the  growth  of  deposits  in  the  banks  of  this 
country.  Any  one  who  had  notes  in  his  possession  would 
in  course  of  time  come  to  the  conclusion  that  it  is  desir- 
able to  leave  them  with  the  banker  for  safety,  and  con- 
sequently would  become  a  depositor.  The  issue  of  notes 
in  this  country  has  always  preceded  deposit  banking.  We 
have  already  remarked  that  one  of  the  distinctive  features 
of  modern  banking  is  that  trade  is  now  transacted  by 
means  of  borrowed  capital  obtained  from  the  bankers. 

It  was  desirable  that  there  should  be  a  common  form 
for  the  withdrawal  of  money  deposited  in  a  bank.  The 
one  adopted  by  the  banks  is  known  by  the  name  of  a 
*'  cheque,"  and  this,  in  conjunction  with  bills  of  exchange, 
formed  the  medium  for  transacting  the  modern  system  of 
credit.  The  circulation  of  cheques  has  largely  increased 
in  consequence  of  the  rapid  development  of  trade,  and  also 
has  somewhat  superseded  the  use  of  bank  notes. 

In  1844  the  returns  of  the  Clearing  House  were  equal 
to  40  times  the  note  circulation,  but  in  1872  these  returns 
were  equal  to  185  times  the  note  circulation. 
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1844 
1868 
1869 
1870 
1871 
1872 

Proportion  of  notes  to  clearing 

circulations  40 
=   87 
=  90 
=  97 
=  113 
=  135 

It  is  important  to  recognise  the  great  economy  of  capital 
which  has  been  effected  by  the  development  of  banking. 
The  use  of  cheques  has  to  some  extent  diminished  the 
metallic  circulation,  and  the  system  of  transfers  between 
bankers  and  the  estabhshment  of  the  Clearing  House 
have  also  economised  the  use  of  gold  and  notes. 

Mr.  Jevons  *  gives  the  following  account  of  the  Clearing 
House  system  :  "To  obtain  a  clear  view  of  the  way 
•in  which  bankers  help  us  to  avoid  the  use  of  money, 
we  must  follow  up  the  rise  of  the  system  from  the 
simplest  case  to  the  complete  development  of  the  complex 
organisation  now  existing  in  the  United  Kingdom  ". 

The  system  of  one  bank  would  be  as  follows  : — 


Let  P  represent  the  banker  and  a,  b,  c,  d,  e  his 
customers.  Payments  are  made  by  one  customer  to 
the  other  by  simply  debiting  and  crediting.  If  a  owes  b 
money  a's  account  is  debited  and  b's  credited. 

The  system  of  two  banks  would  be  as  follows  : — 


*  Money  and  the  Mechanism  of  ExcJmnge. 
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Let  P  and  Q  be  two  bankers  in  a  town,  a,  b,  c,  d  being 
customers  of  P,  and  q,  r,  s,  t  customers  of  Q.  Now 
the  mutual  transactions  of  a,  b,  c,  d  will  as  before  be 
balanced  off  in  the  books  of  P,  and  similarly  with  the 
customers  of  Q.  But  if  a  has  to  make  a  payment  to 
q  the  operation  becomes  more  complex.  He  draws  a 
cheque  upon  P  and  hands  it  to  q.  Not  wanting  coin 
he  carries  the  cheque  to  his  own  banker  Q  and  pays 
it  into  his  account.  There  will  be  other  persons  in 
the  town  having  to  make  payments  in  the  same  manner, 
and  the  probability  is  very  great  that  some  of  these  will 
result  in  giving  P  cheques  on  Q  and  some  in  giving  Q 
cheques  on  P.  The  two  bankers  will  then  balance  their 
mutual  indebtedness  by  a  single  transaction. 

In  a  town  with  several  banks  the  system  is  still 
more  complex.  The  several  banks  need  only  to  agree 
to  appoint  as  it  were  a  bankers'  bank  to  hold  a  portion 
of  the  cash  of  each  bank,  and  then  the  mutual  indebted- 
ness may  be  balanced  off  just  as  when  a  bank  acts  for 
individuals. 

This  is  the  system  of  the  Clearing  House.  The  bankers' 
bank  is  the  Bank  of  England,  but  the  accountant's  part 
of  the  work  is  carried  out  at  the  Clearing  House. 


Let  P,  Q,  B,  and*  S   =   four  banks,  each  with  its  own 
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body  of  customers,  and  X  =  the  Clearing  House.  P  need 
not  now  send  a  clerk  to  present  bundles  of  cheques  upon 
Q,  B,  and  S,  but  can  pay  them  into  the  Clearing  House, 
and  by  a  system  of  balances  their  mutual  indebtedness 
can  be  discharged.  The  balance  is  paid  by  a  transfer 
in  the  books  of  the  Bank  of  England. 

Only  one  further  step  is  required  to  complete  the  system 
of  connections  between  each  bank  in  the  kingdom  and  all 
other  banks.  Each  country  bank  has  a  running  account 
with  some  city  bank,  and  all  the  city  banks  daily  settle 
transactions  with  each  other  through  the  Clearing  House. 
It  follows  that  a  payment  from  any  part  of  the  country 
to  any  other  part  can  be  accomplished  through  London. 


C.H. 
CLEARING   HOUSE. 


Let  P,  Q,  B  be  country  banks,  having  the  London 
agent  X,  and  U,  V,  W,  other  country  banks,  having 
the  London  agent  Y.  If  a,  a  customer  of  P,  wishes  to 
pay  r,  a  customer  of  U,  he  transmits  by  post  a  cheque 
upon  his  banker  P.  The  receiver  r  pays  it  into  his 
account  with  U,  who,  having  no  direct  communication  with 
P,  forwards  it  to  Y,  who  presents  it  through  the  Clearing 
House  on  X,  who  debits  it  to  P  and  forwards  it  by  the 
next  post. 

This  system  of  country  clearing  was  instituted  in 
1859,  chiefly  through  the  exertions  of  Sir  John  Lubbock. 
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In  consequence  of  the  new  system  about  £5,000,000 
of  gold  currency  was  not  required  for  the  purpose  of 
circulation. 

The  Clearing  House  was  first  started  about  the  year  1775, 
when  a  few  of  the  city  bankers  hired  a  room  where  the 
clerks  from  each  bank  could  meet  to  exchange  their  bills 
and  notes,  and  the  differences  were  then  settled  by  money. 

The  joint-stock  banks  were  not  admitted  until  the 
year  1854,  but  all  the  metropolitan  banks  in  London  are 
not,  however,  represented  at  the  Clearing  House.  The 
Bank  of  England  does  not  pay  its  own  cheques  through 
the  medium  of  the  Clearing  House,  although  it  presents  all 
cheques  on  clearing  bankers.  The  west-end  bankers  and 
the  various  branch  banks  of  the  metropolis  use  the 
Clearing  House  indirectly  by  giving  cheques  drawn  on  a 
clearing  banker. 

There  are  three  daily  clearings,  viz. :  1st,  at  10"30  a.m. 
for  bills;  2nd,  at  12  noon  for  country  cheques;  and  3rd, 
at  2"30  P.M.  for  bills  and  cheques. 

In  the  year  1839  the  average  daily  transactions 
amounted  to  £3,000,000.  The  balances  were  then  settled 
by  the  use  of  £200,000  in  bank  notes  and  coin,  to  the 
amount  of  £20.  The  use  of  notes  and  gold  is  now  entirely 
abolished,  and  the  daily  balances  are  settled  by  transfers 
on  the  Bank  of  England — each  banker  keeping  an  account 
with  that  institution. 

The  following  table  shows  the  increase  in  the  trans- 
actions at  the  Clearing  House  : — 

£ 
1868  =  3,425,000,000 
1870  =  3,914,000,000 
1875  =  5,685,000,000 
1880  =  5,794,000,000 
1885  =  5,511,000,000 
1890  =  7,801,000,000 
1894  =  6,337,000,000 
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The  returns  for  the  4th  of  the  month  show  to  some 
extent  the  bill  transactions  of  the  country  : — 

£ 
1868  =  155,068,000 
1870  =  176,137,000 
1875  =  245,810,000 
1880  =  236,809,000 
1885  =  221,878,000 
1890  =  289,107,000 
1894  =  261,501,000 

In  Edinburgh  and  Dublin  the  representatives  of  each 
bank  meet  for  the  purpose  of  exchanging  their  notes,  upon 
the  same  principle  as  the  London  Clearing  House. 

There  are  provincial  clearing  houses  established  at 
Birmingham,  Leicester,  Liverpool,  Manchester  and  New- 
castle-on-T.yne.  The  amount  cleared  at  such  places  in 
1895  was  £374,856,000. 
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BILLS  OF  EXCHANGE. 

The  history  of  the  growth  of  English  industry  and 
commerce  reveals  to  us  a  series  of  causes  which  have 
materially  contributed  in  constructing  a  highly  complex 
machine,  which  we  designate  as  the  product  of  industry. 
Capital  (or,  in  other  words,  wealth)  did  not  exist  in  very 
early  times,  because  then  the  land  was  cultivated  simply 
for  the  purpose  of  supplying  mutual  wants.  In  those 
days  the  community  satisfied  their  requirements  by  means 
of  a  system  of  barter  or  exchange.  However,  it  was  soon 
discovered  that  a  system  of  barter  had  many  inconveniences. 
The  articles  to  be  exchanged  did  not  always  satisfy  mutual 
wants,  and  there  also  existed  the  difficulty  of  defining  the 
ratios  or  value  of  each  commodity.  A  medium  of  exchange 
was  therefore  necessary  which  would  be  accepted  as  pay- 
ment for  goods  bought  or  sold,  besides  acting  as  a  standard 
of  value. 

The  precious  metals,  in  consequence  of  their  scarcity 
and  other  qualities,  became  at  an  early  period  the  medium 
of  exchange  and  a  standard  of  value.  Now  as  people 
became  possessed  of  wealth  they  accumulated  the  precious 
metals,  because  by  their  means  various  needs  could  be 
satisfied. 

A  system  of  hoarding  became  common.  Gold  and 
silver  coins  were  deposited  in  strong  chests,  and  repre- 
sented the  capital  of  many  individuals  in  this  country. 

There  was  scarcely  any  outlet  for  the  surplus  capital  of 
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the  country  even  in  the  reign  of  Charles  I.,  and  the 
Church  at  an  earUer  period  prevented  capital  from  being 
utilised  by  declaring  it  sinful  to  lend  money  at  usury. 

The  business  of  money  lending  v^as  in  the  hands  of  the 
Jews,  who,  however,  derived  their  authority  for  so  doing 
from  the  ruHng  sovereign.  Whenever  the  early  kings  of 
this  country  required  money  they  resorted  to  the  Jews  for 
assistance. 

It  was  not  until  the  people  accumulated  wealth  that 
a  system  of  credit  was  established.  We  have  therefore 
first  a  possession  of  capital  which  found  its  way  in  course 
of  time  into  the  storehouse  of  capital  or  banks,  and  then 
followed  a  development  of  capital  effected  by  means  of 
credit  documents  or  bills  of  exchange.  Perhaps,  there- 
fore, the  most  important  factors  connected  with  the  study 
of  capital  are  banks  and  bills  of  exchange.  We  have 
already  seen  how  the  former  have  contributed  towards 
promoting  the  material  prosperity  of  this  country. 

It  seems  to  us  somewhat  strange  that  the  early  bankers, 
or,  as  they  were  then  called,  goldsmiths,  had  no  dealings 
in  bills  of  exchange,  those  instruments  of  credit  being 
utiHsed  by  the  Jews  for  the  purposes  of  money  lending. 
However,  in  course  of  time  banking  and  bills  of  exchange 
became  indissolubly  united. 

We  can  scarcely  comprehend  how  the  early  bankers 
transacted  business  without  the  medium  of  bills  of  ex- 
change, w^hen  we  consider  what  is  effected  in  the  present 
day  by  means  of  these  credit  documents.  It  is  worthy  of 
notice  that  as  the  method  of  banking  underwent  a  change, 
so  also  the  use  of  bills  of  exchange  became  somewhat 
different  in  character. 

For  example,  the  earlier  bankers  were  goldsmiths,  who 
received  money  for  safe  custody,  and  gave  in  exchange 
notes  which  remained  in  circulation,  and  thus  through  the 
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medium  of  such  notes  the  goldsmiths  became  possessed  of 
capital  which  they  lent  at  interest. 

It  is  also  worthy  of  notice  that  this  system  of  note  issue 
laid  the  foundation  of  the  modern  system  of  cash  deposits. 
We  can  easily  see  how^  this  occurred.  The  note  holder  in 
course  of  time  would  discover  that  it  was  advantageous 
to  deposit  the  notes  which  he  did  not  immediately  require 
with  the  banker,  not  only  for  the  sake  of  safety,  but  also 
for  the  purpose  of  receiving  interest  on  his  surplus  capital. 

The  goldsmiths  became,  in  the  modern  sense  of  the 
word,  bankers,  when  they  could  issue  notes  which  would 
remain  in  circulation. 

In  like  manner,  bills  have  undergone  a  change  in  char- 
acter. The  earher  forms  were  drawn  to  facilitate  the 
transmission  of  money  from  one  country  to  another,  but 
in  course  of  time  they  were  used  for  other  purposes,  such 
as  methods  of  payment  for  goods  bought  or  sold,  for 
great  financial  operations,  and  also  for  settling  interna- 
tional indebtedness.  We  shall  show  that  the  modern 
trade  of  this  country  has  been  greatly  developed  by  means 
of  credit  documents,  and,  as  a  natural  sequence  to  this, 
we  have  a  corresponding  increase  in  the  business  of 
banking. 
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CHAPTEK  XXI. 

EARLY  HISTORY  OF  BILLS. 

The  early  history  of  bills  is  of  great  interest,  because 
we  learn  that  from  a  remote  period  a  need  was  felt  for 
something  which  should  take  the  place  of  metallic  money 
■  for  the  purposes  of  transmission.  Gold  and  silver  coins 
could  only  be  sent  from  one  place  to  another  at  great  risk. 
The  Komans  recognised  the  use  of  bills,  and  made  it  legal 
to  sell  a  debt  due  from  one  person  to  another.  If  a  debt 
could  be  sold  it  was  desirable  to  have  some  means  of 
transferring  it.  A  written  document  was  therefore 
necessary  in  order  to  transfer  debts  due,  and  these 
documents  known  as  bills  of  exchange  were  in  reality 
debts  owing  from  one  person  to  another. 

Cicero  says:  " Sed  qucero  quod  opus  illi  erit  Athenis 
permutarine  possit  an  ipsi  ferendum  est ".  We  have 
therefore  evidence  showing  that  the  Komans  understood 
the  utility  of  bills  and  transferred  debts  by  means  of  them. 
Bills  were  used  by  the  Itahan  and  Jewish  merchants,  and 
in  the  fourteenth  century  were  largely  in  circulation.  Thus 
in  order  to  trace  the  early  history  of  bills  and  of  banking 
institutions,  we  must  go  to  the  shores  of  the  Mediter- 
ranean. 

The  utility  of  banking  and  bills  of  exchange  was 
recognised  by  the  Italians  long  before  the  system  of 
credit  was  recognised  in  this  country.  The  merchants 
of  Genoa,  Florence,  Venice  and  other  Italian  towns  sent 
their  ships  to  the  East  with  goods  and  received  in  exchange 
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gold  and  silver  coIds.  The  merchants  then  deposited 
their  surplus  wealth  in  the  "  mounts  "  or  public  treasuries, 
and  received  in  exchange  documents  stating  the  amount 
deposited. 

With  the  increased  trade  of  the  country  it  was  necessary 
to  have  credit  documents  in  order  to  facilitate  the  payment 
for  goods  between  the  various  towns  which  traded  with 
one  another.  When,  therefore,  bills  of  exchange  became 
to  be  used  for  this  purpose,  they  were  the  means  of 
extending  the  operations  of  banking. 

In  these  ItaHan  towns  banking  was  of  two  descriptions, 
viz.,  one  for  money  changing,  acceptance  of  deposits,  and 
transfer  of  accounts  ;  the  other  was  of  a  private  character, 
viz.,  the  lending  of  money  and  the  discounting  of  bills. 
In  the  former  case  the  municipalities  undertook  the 
business  of  banking,  and  in  the  latter  the  Jews  or 
Lombards  were  the  money  lenders. 

The  use  of  bills  was,  therefore,  principally  in  the  hands 
of  the  Jews,  who  also  found  these  documents  very  advan- 
tageous when  they  wished  to  transfer  their  capital  from 
one  place  to  another.  This  was  needful,  because  they 
were  continually  expelled  from  various  countries.  Another 
circumstance  must  not  be  forgotten  which  materially 
increased  the  circulation  of  bills,  and  that  was  in  con- 
sequence of  the  great  power  of  the  Eoman  Church.  Each 
country  had  to  contribute  tithes  to  the  pope,  and  these 
remittances  were  made  either  in  specie  or  bills  of 
exchange. 

The  growth  and  development  of  credit  documents 
was  also  due  to  a  race  called  the  Lombards,  who  gave 
the  name  to  a  street  in  London  which  we  might  say  has 
become  the  centre  of  the  financial  world.  These  Lom- 
bards were  Italian  merchants,  and  were  descended  from 
the  Longobards,  who  settled  in  Italy  after  the  fall  of  the 
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Eoman  empire.     They  were  merchants  representing  the 
four  repubhcs  of  Genoa,  Lucca,  Florence  and  Venice. 

Edward  III.,  in  traveUing  through  France,  made  use  of 
one  of  the  Lombard  banks  when  in  want  of  money,  and 
received  from  the  Bank  of  the  Bardi  5000  mks.,  for  which 
he  gave  an  acknowledgment  for  7000  mks. 

In  course  of  time  these  Italian  merchants  established 
themselves  in  London,  but  at  first  they  did  not  discount 
bills,  that  business  being  in  the  hands  of  the  Jews.  How- 
ever, when  the  Jews  were  expelled  from  London,  the 
Lombards  became  money  lenders.  It  must  also  be 
remembered  that  pubhc  opinion  had  somewhat  changed 
with  reference  to  lending  money  at  usury,  because  it  was 
no  longer  considered  immoral  to  receive  interest  for  loans 
of  capital. 

The  Record  Office  gives  us  an  interesting  example  of 
an  early  bill.  It  was  a  bill  drawn  26th  September,  1442, 
by  Francesco  Venier  &  Bros.,  sons  of  the  late  Santo,  at 
usance  on  Obertino  de  Bardi  &  Co.  in  London,  and 
payable  to  themselves  ;  value  received  in  Venice  from 
Cosmos  de  Medici  &  Co.,  and  to  be  placed  to  the  account 
of  Marino  Velliero  at  the  exchange  of  44 J  per  cent,  per 
ducat,  and  the  protest  is  signed  by  the  notary  pubhc, 
Nicolar  Aeon,  by  imperial  authority,  on  the  31st  December, 
1442,  Anglican  style,  secimdmn  cursum  et  computationem 
EcclesicB  Anglicance'. 

The  above  bill  illustrates  that  many  of  these  credit 
documents  were  passing  between  England  and  Italy  at 
that  period. 

Bills  are  said  to  have  been  first  used  in  England  in  the 
year  1307,  and  were  recognised  as  a  legal  method  of 
sending  money  from  England  to  foreign  countries  (Act 
4,  Richard  II.). 

The  early  history  of  bills  therefore  shows  that  they  were 
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principally  used  for  the  purpose  of  the  transmission  of 
money,  but  they  were  also  utilised  for  the  payment  of 
wages  and  for  the  payment  of  debts  due  from  one  person 
to  another.  It  must  be  remembered  that  there  were  few 
banks  in  existence  during  the  seventeenth  and  eighteenth 
centuries,  and  therefore  banking  facilities  were  compara- 
tively unknown.  The  private  bankers  issued  notes,  but 
the  amount  in  circulation  was  small  in  proportion  to  the 
population.  A  want  was  experienced  of  some  circulating 
medium,  and  we  therefore  find  bills  used  as  bank  notes, 
as  well  as  for  the  payment  of  wages. 

A  practice  was  established  by  which  the  wages  of 
servants  were  paid  by  means  of  promissory  notes.  It 
seems,  however,  that  the  system  led  to  abuses,  because 
bills  were  issued  for  such  small  amounts  as  6d.  and  Is., 
and  when  they  were  unpaid  the  loss  fell  upon  poor  people 
who  could  ill  afford  to  lose.  This  system  was  happily 
confined  to  Yorkshire,  but  an  Act  passed  in  1775  pro- 
hibited the  circulation  of  promissory  notes  of  less  than 
20s. 
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CHAPTEK  XXII. 

MODERN  HISTORY  OF  BILLS. 

All  the  great  changes  connected  with  banking  and  credit 
documents  have  occurred  during  the  present  century.  It 
has  witnessed  the  formation  of  joint-stock  banks  and  other 
kindred  financial  institutions,  in  addition  to  a  great  de- 
velopment of  the  modern  system  of  trade  based  upon 
credit. 

At  the  beginning  of  the  century  we  find  bills  of  exchange 
largely  used  in  order  to  carry  on  the  business  of  the 
country.  These  credit  documents  were  more  of  the 
character  of  bank  notes. 

Mr.  H.  Thornton  gives  a  very  clear  account  of  the  great 
uses  of  bills  of  exchange.  He  says  :  "  These  documents 
obviate  the  necessity  of  sending  gold  from  one  place  to 
another.  Let  us  suppose  there  are  in  London  10  manu- 
facturers, who  sell  their  articles  to  10  shopkeepers  in 
York,  by  whom  the  said  articles  are  retailed  ;  and  that  in 
Yc»rk  there  are  10  manufacturers,  who  sell  their  goods  to 
10  shopkeepers  in  London.  This  trade  can  be  managed 
by  transfers. 

"  Letters  ordering  the  transfer  of  the  debt  are  termed 
bills  of  exchange.  They  are  bills  by  which  the  debt  of 
one  person  is  exchanged  for  the  debt  of  another,  and  the 
debt,  perhaps,  which  is  due  in  one  place  for  the  debt  due 
in  another.  These  bills  can  be  converted  into  money  or 
they  are  discountable.  Bills  are  also  accepted  as  payment, 
although  having  some  time  to  run.      To   possess   some 
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article  which  so  long  as  it  is  detained  shall  produce  a 
regular  interest,  which  shall  be  subject  to  no  fluctuation 
in  price,  which  by  the  custom  of  commerce  shall  pass  in 
certain  cases  as  a  payment  and  shall  likewise  be  convertible 
into  ready  money  by  the  sacrifice  of  a  small  discount,  is 
the  true  policy  of  the  merchant.  Liverpool  and  Man- 
chester effect  their  business  by  bills  at  one  or  two  months 
drawn  on  London.  The  bills  annually  drawn  by  the 
banks  of  these  towns  amount  to  many  millions.  The 
banks  obtain  a  small  commission  on  the  transaction.  Bills 
are  drawn  on  London  from  every  quarter  of  the  kingdom, 
and  remittances  are  sent  to  meet  them.  While  London 
draws  no  bills,  or  next  to  none,  upon  the  country,  London 
has  become  the  trading  metropohs  of  Europe,  and  indeed 
of  the  whole  world." 

We  have  also  an  interesting  account  showing  the 
development  of  private  banking  in  the  country,  and  the 
manner  by  which  bills  of  exchange  came  into  the  hands 
of  these  bankers.  A  hundred  years  ago  travelling  in  this 
country  was  attended  with  many  difficulties ;  consequently, 
the  transmission  of  money  was  somewhat  risky.  The 
people,  therefore,  found  it  advantageous  to  leave  their 
surplus  capital  with  the  shopkeeper  on  market  days,  rather 
than  run  the  risk  of  carrying  it  home.  The  country  shop- 
keepers occupied  an  important  position  in  the  towns. 
They  drew  bills  on  London  and  also  sent  remittances  to 
the  metropolis.  They  would  occasionally  give  gold  to  their 
customers,  taking  in  return  bills  on  the  metropolis,  which 
were  then  remitted  with  other  bills  to  London  corre- 
spondents. People  who  required  cash  for  their  credit 
documents  obtained  it  from  the  shopkeeper,  who  charged 
something  for  the  transaction.  The  shopkeeper  then 
printed  "  Bank  "  over  his  door,  and  engraved  these  words 
on  the  cheques  upon  which  he  drew  his  bills.    Money  was 
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also  taken  on  deposit  at  interest  and  utilised  in  discounting 
bills. 

In  the  early  part  of  this  century,  bills  were  largely  used 
in  Yorkshire  for  the  payment  of  debts  among  the  small 
manufacturers  and  among  the  dealers  in  wool,  cattle  and 
corn  ;  and  were  in  amounts  of  £10  to  £30,  and  were  pro- 
verbial for  their  dirty  appearance  and  the  number  of 
endorsements.  The  most  important  point  in  connection 
with  them  was  that  they  were  very  rarely  unpaid. 

Mr.  Leatham  in  1841  stated  that  "  bills  perform  every 
function  that  can  be  assigned  to  the  notes  of  the  Bank  of 
England,  with  a  quality  to  make  remittances  by  post  which 
the  notes  cannot  possess  ;  and  the  only  specific  difference 
between  them  is  that  a  limited  time  is  attached  to  one 
and  not  to  the  other.  But  when  at  maturity  bills  are 
converted  into  gold  with  as  much  legal  certainty  as 
bank  notes  ;  when  the  origin  of  bills  is  bond  fide  and 
legitimate,  I  place  them  with  the  security  of  the  drawer, 
acceptor,  and  perhaps  twenty  indorsements  on  the  back, 
in  the  first  class  of  our  currency,  before  notes,  and  next  to 
gold.  I  know  of  no  purpose  of  money  except  wages  to 
which  bills  are  not  applicable,  in  the  provinces  throughout 
this  kingdom,  though  not  seen  in  London  in  making  pay- 
ments. It  is  in  the  recollection  of  many  persons  that  all 
the  woollen  business  of  the  West  Eiding  was  conducted 
by  bills  of  exchange  at  two  months'  date,  as  low  as  £5, 
drawn  without  stamps,  with  gold  for  wages,  without  the 
intervention  of  bank  notes,  previous  to  the  last  war." 

We  have,  therefore,  evidence  showing  that  the  country 
bankers  in  the  early  part  of  the  present  century  transacted 
their  business  by  means  of  bills  of  exchange,  and  also  con- 
sidered that  the  said  instruments  performed  the  functions 
of  la  currency. 

Various  Committees  of  the  House  of  Commons,  in  dis- 
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cussing  the  position  of  the  Bank  of  England  and  the  state 
of  the  currency,  referred  to  bills  as  an  important  factor 
with  regard  to  these  questions.  Thus  in  1810  and  in  1819 
some  interesting  facts  relating  to  bills  were  published,  and 
again  in  1832  Mr.  Burgess  stated  that  a  contraction  in  the 
quantity  of  bank  notes  in  circulation  produced  directly  a 
much  greater  relative  contraction  in  the  volume  of  the  bill 
currency.  Again,  in  1840  Lord  Overstone  stated :  "I 
consider  the  money  of  the  country  to  be  the  foundation, 
and  bills  of  exchange  to  be  the  superstructure  raised  upon 
it.  I  conceive  that  bills  of  exchange  are  an  important 
form  of  banking  operations.  Bills  of  exchange,  being  an 
important  form  of  credit,  will  feel  the  effect  of  that 
contraction  in  a  very  powerful  degree." 

The  evidence  given  tends  to  show  that  bills  were  re- 
garded as  playing  an  important  part  as  a  circulating 
medium.  Not  many  years  had  elapsed  in  the  present 
century  when  it  witnessed  a  great  development  in  the  use 
of  credit  documents.  This  became  necessary  in  conse- 
quence of  a  great  growth  in  English  commerce,  and 
assumed  the  form  of  a  development  of  credit.  Now  credit 
has  effected  a  complete  revolution  in  trade.  It  has  been 
the  means  of  economising  our  metallic  circulation  and 
also  assisting  to  transfer  the  capital  of  the  country  from 
hand  to  hand.  Great  facilities  were  required  in  order  to 
conduct  the  modern  trade  based  upon  credit,  and  this  was 
effected  by  the  formation  of,  joint-stock  banks.  The 
surplus  capital  of  the  country  found  its  way  into  these 
new  institutions,  and  was  transferred  from  districts  where 
it  was  not  required  to  other  places  where  it  could  be 
utilised  at  a  profit.  The  formation  of  joint-stock  banks 
therefore  increased  the  bill  circulation  of  the  country. 

According  to  a  statement  in  1881  by  Mr.  Pownall,  the 
following  were  the  proportions  of  cheques,  bills,  etc.  : — 
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LONDON  CLEARING  BANKS. 

Cheques  through  the  Clearing  House 


Cheques  and  bills  not  cleared 
Bank  of  England  notes 

Coin 

Country  bank  notes 


71-313  per  cent. 
25-248 
2-849 

•956 

•1.34 


lOO^OOO 

At  the  Army  and  Navy  Stores  the  proportions  for  1880 
and  1881  were  as  follows  : — 

1880.  1881. 

Cheques 63-67  67  per  cent. 

Notes 18-6  13-7      „ 

Coin 17-8  19-3      „ 

excluding  postal  orders  and  notes. 

The  foreign  trade  of  the  country  has  greatly  developed 
during  the  present  century,  partly  due  to  an  increase  of 
capital  and  also  in  consequence  of  the  adoption  of  free 
trade  principles  by  this  country.  Goods  purchased  abroad 
were  paid  for  by  means  of  bills  drawn  payable  in  London. 

The  new  system  of  credit  shows  us  that  we  have  banks 
and  paper  documents,  viz.,  cheques  and  bills  of  exchange 
utilised  for  the  purpose  of  transferring  capital  from  one 
person  to  another. 

So  great  has  been  the  use  of  credit  documents  in  recent 
years,  that  it  was  stated  by  Sir  J.  Lubbock  that  97 
articles  out  of  100  paid  into  the  bank  consisted  of  cheques 
and  bills.  The  credit  documents  which  concern  us,  viz., 
bills  of  exchange,  denote  that  property  is  bought  and  paid 
for  either  by  the  transfer  of  a  debt  or  a  promise  to  pay 
later,  based  upon  goods  bought  or  sold.  The  abihty  of 
the  banker  to  lend  in  reality  depends  upon  the  state  of 
trade,  and  consequently  upon  these  credit  documents. 
For  example,  bills  represent  a  variety  of  transactions  in 
every  department  of  trade,  and  according  to  the  produc- 
tiveness of  these  trades  the  banker  has  either  more  or 
less  to  lend.     By  reference  to  these  credit  documents  we 
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can  ascertain  whether  certain  industries  are  prosperous  or 
depressed.  For  example,  if  a  trade  is  thriving  we  should 
expect  to  find  in  the  banker's  bill  case  a  large  number  of 
bills  representing  trade  transactions  in  that  particular 
industry ;  but  if  on  the  other  hand  there  is  a  depression, 
a  less  number  of  bills  would  be  in  circulation. 

It  is  sometimes  difficult  to  ascertain  what  are  the 
purposes  of  the  vast  number  of  bills  which  pass  through 
the  banker's  hands.  Do  they  always  represent  legitimate 
trade  transactions,  or  are  they  the  result  of  speculation? 
On  several  occasions  in.  the  history  of  banking,  bills  have 
been  drawn  against  fictitious  values. 

Merchants  accept  bills  drawn  upon  them  for  goods 
purchased,  and  incur  liabilities  on  the  supposition  of 
being  able  to  discount  the  bills  received  for  goods  sold  at 
their  bankers.  If  they  are  unable  to  do  this,  we  can  see 
how  quickly  trade  becomes  demoralised  and  the  industrial 
machine  thrown  out  of  gear. 

Our  modern  trade,  conducted  through  the  medium  of 
banks  and  bills  of  exchange,  reveals  to  us  the  fact  that 
credit  is  very  sensitive.  For  example,  credit  may  be 
transferred  into  bad  hands,  that  is,  into  those  who  do  not 
understand  how  to  use  it  to  advantage.  Again,  it  enables 
an  unsound  business  to  be  carried  on  and  fresh  liabilities 
incurred,  which  without  the  medium  of  credit  documents 
would  cease  to  exist.  We  therefore  lose  in  security  what 
we  gain  in  economy  by  the  modern  development  of  credit. 

By  the  system  of  bills  we  might  say  that  the  whole 
body  of  traders  become  as  it  were  associated  with  the 
banking  community.  The  abihty  of  the  banker  to  lend 
is  largely  dependent  upon  bills  being  paid  at  maturity. 
Banks  and  the  great  instruments  of  credit,  viz.,  cheques 
and  the  bills  of  exchange,  transfer  the  ownership  of  wealth 
from  one  person  to  another.     We  might  say  that  bills  of 
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exchange  and  banks  are  two  machines  for  performing  the 
same  kind  of  work. 

London  has  become  not  only  the  great  financial  centre 
of  this  country,  but  also  of  the  whole  world.  The  surplus 
capital  in  the  country  finds  its  way  to  London,  and  from 
thence  is  transferred  to  places  where  it  can  be  utilised.  All 
the  great  transactions  of  the  inland  trade  are,  we  might 
say,  concentrated  in  Lombard  Street..  The  country  banks 
send  their  surplus  capital  to  the  metropolis  to  be  utilised 
in  discounting  trade  bills.  If  these  banks  require  additional 
capital  to  meet  their  requirements  it  is  obtained  by  means 
of  rediscounting  these  credit  documents.  London  has 
also  become  the  financial  centre  of  the  world.  The  number 
of  bills  drawn  upon  London  surpasses  any  number  drawn 
upon  other  countries. 

The  great  metropolis  therefore  assumes  the  character 
of  an  international  Clearing  House.  Our  modern  system 
of  capital  has  laid  the  foundation  of  a  new  business,  viz., 
that  of  bill  brokers. 

In  the  early  part  of  the  century,  London  had  become 
the  centre  for  all  banking  transactions.  In  1810  Mr. 
Eichardson,  who  afterwards  became  a  partner  in  the 
celebrated  firm  of  Messrs.  Overend,  Gurney  &  Co.,  stated 
that  the  nature  of  an  agency  of  a  country  bank  was  (1)  to 
procure  money  for  country  bankers  on  bills  when  they 
have  occasion  to  borrow  on  discount,  and  (2)  to  lend  the 
money  of  the  country  banks  on  bills  on  discount.  This 
system  really  meant  the  discount  and  rediscount  of  bills 
of  exchange. 

At  first  merchants  acted  as  agents  for  the  country 
bankers,  but  in  course  of  time  the  bill  transactions  be- 
came so  large  that  the  business  assumed  a  distinct  form, 
and  those  who  carried  it  on  were  known  as  bill  brokers. 
At   the   same   time   there  was    a   large   increase    in   the 
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number  of  country  banks  which  came  into  existence, 
partly  in  consequence  of  the  London  bankers,  who  were 
wilhng  to  act  as  agents  at  a  less  commission  than 
originally  paid  to  the  merchants. 

Every  new  bank  which  started  in  the  country  was  the 
means  of  increasing  the  circulation  of  bills.  The  part 
played  by  the  country  banks  was  therefore  an  important 
one  towards  developing  the  bill  transactions  of  the 
country.  The  country  banker  had,  we  might  say,  the 
majority  of  the  bills  in  his  neighbourhood  passing  under 
his  notice.  He  was  thus  able  to  discriminate  between 
good  and  bad  paper,  or  legitimate  trade  transactions  as 
distinguished  from  accommodation  bills.  The  good  paper 
was  discounted  by  him,  and  possibly  rediscounted  in  the 
London  market.  In  this  manner  large  transactions 
between  London  and  the  country  were  conducted,  and 
business  was  stimulated  by  the  action  of  the  country 
bankers. 

The  late  Mr.  Newmarch  in  1850  gave  an  interesting 
account  of  the  London  bill  brokers  who  remitted  bills  to 
the  country  for  the  purpose  of  circulation  : — 

"  B.,  a  banker  at  Lincoln,  has  a  surplus  of  £50,000. 
He  is  also  in  the  habit  of  requiring  bills  of  exchange  of 
certain  usances  and  of  certain  amounts  to  meet  the  appli- 
cations of  some  of  his  customers  who  employ  them  in 
the  course  of  their  trade.  B.  might  have  bills  in  his  own 
case,  but  would  not  reissue,  because  (1)  it  would  indicate 
that  he  was  poor,  and  (2)  it  would  disgust  his  customers 
by  revealing  their  transactions  to  rivals.  The  London  bill 
broker  therefore  sends  bills  plus  the  amount  of  discount 
due  by  him  on  the  transaction.  These  bills  had  been 
created  in  totally  different  parts  of  the  country,  some 
being  foreign  bills.  This  transaction  between  London 
and   Lincoln   accomplishes   four   things.      The    Lincoln 
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bank  obtains  (1)  employment  for  money,  (2)  a  good 
security  ;  (3)  the  bill  broker  receives  £50,000  by  which  he 
can  discount  a  further  amount ;  (4)  a  bill  currency  is  intro- 
duced into  Lincoln  perfectly  adapted  to  its  wants. 

"  There  are  three  principal  modes  in  which  payments 
of  debts  are  accomplished :  (1)  The  buyer  may  have  no 
difficulty  in  placing  his  account  upon  the  footing  of  a  book 
debt  where  he  is  debited  for  what  he  purchases  and 
credited  when  he  pays  ;  (2)  buyer  may  pay  his  debts  by 
remitting  approved  bills  ;  and  (3)  buyer  may  undertake  to 
accept  bills  drawn  upon  him  by  the  seller.  By  the  first 
and  second  modes  the  circulation  of  bills  is  promoted,  and 
by  the  third  mode  the  creation  of  bills  takes  place.  The 
bills  obtained  from  London  may  accomplish  seven  distinct 
transfers  :  (i)  Discharges  conditionally  the  claim  of  drawer 
or  acceptor  ;  (2)  discharges  claim  of  payee  on  drawer ;  (3) 
bill  broker  on  payee,  supposing  the  payee  to  discount  the 
bill ;  (4)  Lincoln  banker  upon  bill  broker ;  (5)  farmer  upon 
Lincoln  banker ;  (6)  dealer  in  goods  or  cattle  on  Lincoln 
customer  ;  (7)  when  sent  for  payment  by  dealer's  banker  to 
London  correspondent." 

Mr.  Newmarch  concludes  his  remarks  by  stating  that 
"this  skilful  redistribution  of  the  bill  currency  of  the 
country  is  one  of  the  greatest  achievements  of  our  banking 
system  ". 

This  system  has  now  become  extinct  in  consequence  of 
the  altered  conditions  of  trade.  Bills  are  now  sent  to 
the  country  banks  solely  as  investments,  and  not  for 
currency  purposes. 

The  amount  of  bills  under  discount  by  the  banks  of  the 
country  for  the  year  1849  was  estimated  as  follows, 
viz. : — 
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£ 

Scotland 15,000,000 

Lancashire 12,000,000 

England 60,000,000 

87,000,000 
Foreign 13,000,000 

100,000,000 
Not  discounted     ....         16,000,000 

116,000,000 

We  can  quite  understand  that  as  the  business  increased 
in  London  in  consequence  of  more  bills  being  sent  from 
the  country,  it  was  necessarj^  that  the  merchants  who 
transacted  such  business  should  devote  their  whole  time 
to  the  study  of  these  documents,  and  therefore  the  business 
of  a  bill  broker  became  quite  distinct.  The  vast  number 
of  bills  which  found  their  way  into  the  London  market 
were  exceedingly  difficult  to  understand,  because  they 
represented  an  infinite  number  of  trade  transactions.  In 
order  to  estimate  the  relative  credit  of  each  individual 
whose  name  appeared  on  bills  either  as  drawer,  acceptor, 
or  indorser,  the  modern  bill  broker  devoted  himself 
entirely  to  the  study  of  these  documents,  which  were 
classified  as  being  either  first  or  second  rate.  If  of  the 
former  description  it  would  be  assumed  for  a  certainty  that 
at  maturity  they  would  be  paid,  but  if  of  the  latter  class 
it  might  be  otherwise. 

This  change  in  the  system  of  business  has  affected  the 
bankers,  because,  instead  of  relying  upon  the  bills  held  by 
them,  they  depend  to  a  great  extent  upon  the  broker. 
The  modern  bill  broker  also  receives  money  on  deposit, 
which  is  utihsed  in  discounting  bills.  However,  the 
position  of  the  bill  brokers  is  one  of  great  delicacy, 
because  they  are  dependent  upon  the  bankers  for  a  great 
portion  of  their  funds.  If  at  times  the  bankers  have  no 
surplus  capital  to  lend,  the  bill  brokers  make  application 
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to  the  Bank  of  England  for  loans  in  order  to  meet  their 
requirements.  Therefore  the  Bank  of  England  is  called 
upon  at  certain  times  to  meet  large  demands  upon  its 
reserves. 

The  Ijondon  bankers  keep  a  large  portion  of  their 
capital  with  the  Bank  of  England,  which  has  had  the  effect 
of  making  the  Bank  of  England  the  final  reserve  for  the 
country. 

It  is  a  part  of  the  system  of  the  Bank  that  any  one 
respectably  introduced  can  have  a  discount  account  at 
that  institution.  It  seems  an  anomaly  that  the  London 
bankers  and  the  Bank  of  England  should  supply  the  bill 
brokers  with  funds  in  order  to  compete  against  them. 
We  have  seen  that  when  the  bill  brokers  are  unable  to 
obtain  sufficient  funds  from  the  London  bankers,  they 
make  applications  to  the  Bank  in  order  to  meet  their 
daily  requirements. 

Thus  the  Bank  is  called  upon  to  meet  a  large  number 
of  applications  for  loans,  which  at  times  amount  to  a 
considerable  sum.  During  the  commercial  crisis  of  1857 
the  Bank  lent  to  bill  brokers  more  than  nine  millions, 
although  their  advances  to  the  bankers  amounted  to  only 
£8,000,000,  and  not  unnaturally  the  Bank  thought  it  un- 
reasonable that  so  large  an  inroad  upon  its  resources 
should  be  made  by  their  rivals. 

Another  important  point  to  be  remembered  is  that 
some  of  the  bill  brokers  carry  on  their  business  with  a 
comparatively  small  capital  in  proportion  to  their  great 
habilities. 

The  bankers  of  the  present  day,  by  lending  their  surplus 
capital  to  the  brokers,  have  been  the  cause  of  the  latter 
class  obtaining  nearly  the  whole  of  the  best  mercantile 
bills ;  whilst  the  former  now  discount  trade  bills  of 
smaller  amounts,  such  as  those  drawn  by  the  wholesale 
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houses  upon  the  retail  dealers  in  the  country.  The  Bank 
of  England  has  shared  the  fate  of  the  other  bankers  in 
not  being  always  able  to  obtain  discount  business.  It 
may  happen  that  the  bank  rate  is  say  2  per  cent,  when 
bills  are  being  discounted  in  the  market  at  i  per  cent. 
This  explains  to  us  the  reason  why  at  times  the  bank  rate 
is  ineffectual  to  attract  gold  from  abroad.  The  London 
banks  have  lost  in  some  degree  what  was  considered  one 
of  the  best  investments  for  surplus  funds  in  consequence 
of  the  present  system  of  large  loans  to  the  brokers. 

Another  point  for  consideration  is  whether  the  money  lent 
on  demand  to  bill  brokers  can  in  reality  be  considered  as  a 
reserve.  If  a  crisis  in  the  money  market  should  occur,  and 
all  the  banks  call  in  their  loans,  it  would  be  impossible 
for  the  brokers  to  meet  the  demands  without  assistance  from 
the  Bank  of  England,  and  at  such  a  period  that  institution 
might  not  be  in  a  position  to  meet  all  outside  apphcations. 

The  Bank  of  England  is  supposed  to  find  capital  at 
times  when  the  outside  market  has  exhausted  its  credit. 
That  great  institution  being  the  final  reserve  for  the 
country,  makes  it  a  very  important  factor  in  the  money 
market,  and  its  weekly  accounts  are  closely  studied. 

The  Bank's  position  in  the  discount  market  is  at  the 
present  time  somewhat  different  from  what  it  was  some 
years  ago.  The  large  increase  in  the  number  of  joint- 
stock  banks  holding  vast  deposits  which  must  be  lent,  has 
contributed  towards  the  change.  Thus  in  1851  the  Bank 
discounted  £1  out  of  every  £20  inland  bills  created,  whilst 
in  1875  there  were  at  least  £30  of  inland  bills  created  for 
every  pound  of  the  same  discounted  by  the  Bank,  and 
during  the  last  twenty  years  the  bill  transactions  are  still 
relatively  smaller.  Competition  is  continually  taking 
place  between  the  Bank  and  the  outside  market,  or  in 
other  words  the  bill  brokers. 

12 
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CHAPTER  XXIII 

BILLS  AND  COMMERCIAL  CRISES. 

We  have  seen  that  the  formation  of  banks  and  a  great 
development  in  the  use  of  bills  of  exchange  acted  as  a 
stimulus  towards  increasing  the  trade  of  the  country. 
On  the  other  hand  they  have  been  utilised  during  periods 
of  speculative  activity  for  the  purpose  of  promoting  new 
undertakings,  and  have  thus  contributed  at  various  epochs 
in  the  history  of  British  commerce  towards  producing  a 
commercial  crisis. 

We  know  that  the  trade  of  this  country  is  attended 
with  considerable  risk.  Goods  are  purchased  and  paid 
for  by  means  of  bills  drawn  at  various  dates.  During 
the  interval  between  the  time  when  the  bill  is  drawn 
and  the  day  of  payment,  a  series  of  events  may  pos- 
sibly happen.  For  example,  a  great  fall  might  have 
occurred  in  the  value  of  the  commodities  against  which 
the  bills  were  drawn,  or  there  might  be  a  change  in  the 
state  of  commercial  confidence  or  credit.  Traders  incur 
great  habilities  and  carry  on  their  business  upon  the 
understanding  of  being  able  to  discount  bills  at  all  times, 
without  reference  to  other  influences  which  may  possibly 
disturb  the  money  market.  If,  therefore,  one  of  the  links 
in  our  modern  system  of  credit  becomes  broken,  the  result 
is  sometimes  disastrous. 
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Again,  the  division  of  labour  has  had  the  effect  of 
making  the  various  industries  of  the  country  dependent 
upon  one  another.  If  one  industry  becomes  depressed, 
other  industries  are  soon  affected  by  the  same  depression. 

Trade  bills  represent  risks  both  in  time  and  space :  in 
time  when  a  merchant  purchases  goods  to  sell  at  a  higher 
price  at  some  future  date,  and  in  space  when  goods  are 
purchased  to  be  sold  in  a  distant  market.  There  are, 
however,  less  risks  in  the  inland  than  in  the  foreign  trade. 
Goods  manufactured  and  sold  in  this  country  represent 
transactions  for  short  periods,  whereas  in  the  foreign 
trade  a  longer  period  elapses  between  the  purchase  and 
the  sale  of  goods.  We  know  also  that  markets  fluctuate 
considerably,. even  in  a  month. 

In  1869  74  per  cent,  of  inland  bills  were  for  amounts 
of  less  than  £100,  whilst  the  foreign  bills  showed  only  47 
per  cent,  less  than  £100,  the  bulk  being  from  £400  to 
£4000. 

Trade,  therefore,  being  conducted  principally  through 
the  medium  of  bills,  it  follows  that  the  number  in  circu- 
lation would  be  a  good  index  as  to  the  condition  of 
English  industries.  The  transactions  at  the  Clearing 
House  on  the  4th  of  each  month,  that  being  the 
principal  day  on  which  bills  mature,  would  tell  us 
somewhat  whether  trade  is  active  or  depressed. 

The  late  Mr.  B.  Price  stated*  that  it  is  sometimes 
difficult  to  ascertain  the  forces  which  lie  underneath  the 
vast  number  of  bills  passing  through  the  bankers'  hands. 
Do  they  represent  legitimate  trade  transactions  or  those 
of  a  speculative  nature  ? 

It  is,  therefore,  important  that  the  banks  should  study 
closely  the  credit  documents  which  come  into  their 
possession. 

*  Currency  and  Banking. 
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Mr.  Hankey  states  that  a  banker  should  know  the 
difference  between  a  mortgage  and  an  ordinary  bill  of 
exchange.  An  ordinary  bill  has  such  a  provision  or 
security.  It  is  based  on  the  transfer  of  capital  in  some 
shape  or  other  in  a  manner  which  contemplates  that  at  a 
fixed  date  such  capital  will  have  passed  into  the  required 
hands,  and  that  means  will  be  provided  to  meet  it.  The 
other  kinds  of  bills,  which  we  may  term  mortgages,  are 
based  upon  money  being  raised  to  meet  them  when  they 
fall  due. 
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CHAPTEK  XXIV. 

CLASSIFICATION  OF  BILLS. 

The  different  classes  of  bills  with  which  banking  is  so 
intimately  associated  are  varied  in  character. 

We  have  noticed  that  a  great  proportion  of  trade  trans- 
actions are  effected  through  the  medium  of  credit 
documents.  Goods  are  purchased  and  paid  for  by  means 
of  bills  drawn  at  various  dates,  either  by  a  transfer  of  a 
debt  due  from  one  person  to  another,  or  by  a  promise  to 
pay  at  a  later  date.  If  a  banker  looks  carefully  through 
the  bills  passing  through  his  hands,  he  soon  discovers  that 
they  represent  various  transactions. 

The  first  division  would  be  inland  and  foreign,  the 
former  representing  the  home  trade,  and  drawn  in  this 
country,  the  latter  representing  the  foreign  trade,  and 
therefore  drawn  abroad,  but  as  a  rule  payable  here. 

Mr.  Newmarch  in  1851  classified  the  inland  bills  into 
three  divisions,  viz. :  (1)  Bills  up  to  £50  of  an  average 
amount  of  £23  8s.,  with  an  usance  of  2-8  months ; 
(2)  bills  up  to  £300  of  an  average  amount  of  £142  7s., 
with  an  usance  of  3-5  months ;  (3)  bills  above  £300,  with 
an  usance  of  4  months  and  an  average  amount  of 
£1206  3s.  The  third  class  would  be  bills  drawn  be- 
tween merchants,  producers  and  manufacturers  and 
wholesale  dealers  and  large  consumers  of  raw  material, 
or,  speaking  generally,  between  merchants  and  dealers. 
The  second  class  would  be  bills  drawn  between  houses  of 
less   extent   of    business   and   wielding   a   less   powerful 
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capital,  and  also  between  large  wholesale  houses,  and  in 
general  terms  between  dealers  and  retailers.  The  first 
class  would  be  bills  which  belong  to  the  retail  trade,  and 
may  be  described  with  considerable  propriety  as  drawn 
between  retailers  and  consumers. 

The  number  of  bills  drawn  on  London  from  foreign 
countries  is  very  large,  and  they  are  the  means  of  dis- 
charging international  indebtedness.  Again,  London  has 
become  the  financial  centre  of  the  world,  and  therefore 
debts  are  discharged  by  means  of  bills  drawn  on  London. 

The  foreign  bills  are  for  large  amounts  and  are 
principally  in  the  hands  of  the  bill  brokers.  These  bills  to 
a  great  extent  represent  the  proceeds  of  foreign  loans,  and 
also  payments  for  interest  on  money  raised  in  this  country. 
The  enormous  transactions  in  foreign  bills  are  an  additional 
element  in  banking  business  which  may  exercise  a  very 
great  influence  at  any  time. 

When  we  consider  the  magnitude  of  these  financial 
operations  effected  by  means  of  credit  documents  which 
find  their  way  into  the  banks,  we  are  astounded  at  the 
wonderful  system  of  finance  by  which  all  payments  are 
punctually  met. 

There  has  been  a  large  increase  in  the  amount  of  bills 
in  circulation  during  the  present  century.  Various 
estimates  have  been  given ;  the  first  was  by  Mr.  Leatham, 
and  afterwards  by  Mr.  Newmarch  and  others  : — 


1832  = 

89,000,000 

1839  = 

132,000,000 



1843-6  = 

116,000,000 

(Mr.: 

Newmarch) 

1856  = 

180,000,000 

Do. 

1870-1  = 

300,000,000  to  350,000,000      (Mr. 

,  Palgrave) 

1881  = 

1,373,425,920 

(Mr.  B 

.  W.  Barnett) 

There  would  be  some  difficulty  in  estimating  the  amount 
now   in   circulation,   because    the    Government    returns 
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include  stamps  for  bills,  postage  and  other  purposes.  It 
is  to  be  regretted  that  some  of  the  banks  do  not  separate 
in  their  balance  sheets  the  amount  of  bills  held  in  propor- 
tion to  other  advances. 

Mr.  John  Dun  estimated  some  years  ago  the  amount  of 
bills  held  by  the  banks  from  the  returns  of  those  which 
separated  bills  from  other  advances,  as  follows  : — 

Scotch  banks  .         .     60  per  cent,  of  bills  to  40  per  cent,  of  advances, 

Irish  banks    ,         .         .     69         ,,  ,,  40         „  „ 

Purely  London       .         .30         „  ,,  70         „ 

London  and  Provincial      50         ,,  ,,  50         „  „ 

Purely  Provincial  .     50        „  ,,  50         „  „ 

According  to  a  recent  statement  in  the  Economist,  there 
has  been  a  great  decrease  in  the  amount  of  bills  in  com- 
parison with  advances. 

BANKS  OF  UNITED  KINGDOM. 

1895.  1894. 

Discounts 42,632,000  37,003,000 

Advances 116,745,000  109,422,000 

The  following  estimate  of  bills  discounted  by  the  banks 
was  given  by  Mr.  Dun  : — 

£ 

Bills  discounted 274,300,000 

Less  bills  rediscounted 30,000,000     ■ 


244,300,000 


Bills  held  by  foreign  and  Colonial  banks,  and  un- 

discounted,  in  private  hands         .         ,        ,  80,000,000 


324,300,000 


Bills  held  collaterally  against  advances  and  ac- 
ceptances       20,000,000 


Amount  of  bills  in  circulation  =  344,300,000 


In  a  recent  address  by  a  vice-president  of  the  Institute 
of  Bankers  (Mr.  Birch)  it  was  stated  that,  from  published 
reports,  the  bills  discounted  by  the  banks  are  now  less 
than  they  were  nine   years  ago.     He  says :  "  From  the 
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published  reports  it  would  appear  that  certain  banks 
(excluding  the  Bank  of  England),  with  100  millions  more 
of  deposits,  paid-up  caj^ital  and  reserves  than  they  had 
nine  years  ago,  have  increased  their  discounts  by  only 
£8,000,000,  and  that  the  proportion  of  discounts  to  the 
totah  assets  which  in  1880  was  26  per  cent,  has  now 
fallen  to  21^  per  cent.  The  amount  of  bills  taken  off 
the  London  market  by  discount  daily  was  estimated  by 
Mr.  Palgrave  to  be  £3,000,000. 

The  number  of  bills  passing  through  the  banks  is 
so  great  that  it  has  been  found  necessary  in  all  the  large 
baDking  institutions  to  have  a  separate  department, 
where  all  matters  appertaining  to  such  credit  documents 
are  effected. 

In  a  London  bank,  the  bill  transactions  would  represent 
a  medium  by  which-  the  trade  of  this  country  is  carried 
on.  Bills  discounted  are  perhaps  the  most  important 
of  credit  documents  held  as  security  for  money  lent. 
These  documents  would  be  closely  examined  in  order 
to  ascertain  whether  they  have  been  properly  executed, 
The  banker  would  also  make  inquiries  as  to  the  standing 
and  position  of  the  various  parties,  and  keep  a  record 
of  the  information  so  obtained. 

Another  class  of  bills  are  those  left  for  collection  and 
designated  "  short,"  because  of  their  having  only  a  few 
days  to  run. 

Again,  bills  sent  up  for  collection  by  the  country  banks 
would  form  another  division,  and  are  presented  for 
acceptance  if  requisite. 

Then  we  have  bills  drawn  by  the  country  bank  on 
its  London  agent  and  which  require  acceptance.  The 
London  banker  also  receives  foreign  bills  for  sale  in 
the  market  at  the  exchange  of  the  day. 

Another    elass    would    be    those    drawn    abroad    by 
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foreign  correspondents  on  their  London  agents. 
These  bills  are  known  as  acceptances  in  the  market, 
and  are  of  so  much  importance  in  modern  banking 
that  it  will  be  necessary  to  show  how  they  differ  from 
ordinary  trade  bills.  Some  of  the  bills  drawn  abroad  by 
foreign  correspondents  are  utilised  for  the  purpose  of 
profiting  by  the  variation  in  the  exchanges  upon  England. 
Again  a  large  number  of  bills  payable  in  the  country 
are  also  left  with  the  bankers  for  collection. 

The  London  banks  are  so  intimately  connected  with  the 
bill  brokers  that  the  former  have  always  a  large  number  of 
bills  left  by  the  latter  as  security  against  money  lent  at 
•call. 

The  bill  brokers  now  take  bills  payable  in  the  country, 
if  first  class,  and  such  bills  have  4o  be  collected  at 
maturity.  All  the  various  transactions  connected  with 
these  documents  require  time  and  attention.  The  banks 
ascertain  whether  they  are  drawn  upon  proper  stamps, 
and  whether  the  acceptances  and  endorsements  are  in 
order ;  the  due  date  of  each  bill  is  also  marked  upon  it. 
It  is  very  important  that  they  should  be  presented  for 
payment  at  maturity,  and  if  not  paid  it  is  necessary 
either  to  note  or  protest  for  non-payment. 

Another  class  would  be  those  conditionally  accepted, 
that  is,  to  be  paid  on  production  of  bills  of  lading  and 
shipping  documents.  We  have  therefore  bills  represent- 
ing transactions  all  over  the  world  being  negotiated  daily 
in  every  banking  institution.  The  comparatively  small 
number  unpaid  shows  us  how  important  these  documents 
are  as  security  to  banks  for  money  lent,  and  also  as  a 
medium  for  the  payment  of  debts. 
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CHAPTEE  XXV. 

DEVELOPMENT  OF  BILLS. 

In  conclusion  we  will  briefly  discuss  some  points  of 
interest  relative  to  bills  which  are  of  most  importance  in 
connection  with  the  daily  transactions  of  banks  in  these 
credit  documents. 

In  the  first  place  it  is  necessary  to  know  something 
of  the  law  relating  to  bills  of  exchange. 

We  have  noticid  previously  that  bills  were  a  legal 
method  by  which  money  could  be  sent  from  London 
to  foreign  countries  in  the  reign  of  Kichard  II.  Subse- 
quent to  1770  bills  of  small  amounts  circulated  as  bank 
notes.  This  was  in  consequence  of  an  absence  of  banking 
facilities  in  the  country.  Bills  of  less  than  20s.  were  in 
circulation  and  were  utihsed  for  the  payment  of  wages. 
However,  it  was  found  that  many  of  these  small  bills 
were  unpaid  and  the  loss  fell  upon  the  poorer  classes. 
An  Act  was  passed  in  1775  prohibiting  their  use. 

Mr.  Chitty  states  that  bills  and  promissory  notes  were 
not  assessed  with  stamp  duty  in  England  before  1782, 
when  the  special  exemption  of  5  Will,  and  Mary,  cap.  21, 
sec.  5,  was  repealed  by  the  Act  22,  George  III.,  cap.  33, 
and  scales  of  duty  were  imposed. 

Subsequent  Acts  of  Parhament  increased  the  duties 
payable  on  the  issue  of  bills.  The  most  important  Act 
relative  to  them  is  that  of  1881,  which  codified  the  exist- 
ing law  relative  to  credit  documents. 

The  basis  of  the  law  is  founded  upon  a  series  of  judicial 
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decisions  which  were  determined  by  the  customs  of  trade. 
Mr.  Chalmers  states  that  the  great  bulk  of  the  law  relat- 
ing to  negotiable  instruments  is  contained  in  the  reported 
cases,  which  are  very  numerous.  The  last  edition  of  Byles 
on  bills  cites  more  than  3000  cases.  Contrary  to  the 
general  rule  in  the  law  of  England,  the  benefit  of  a  con- 
tract arising  on  a  bill  of  exchange  is  assignable  and  con- 
sideration will  be  presumed  unless  the  contrary  appear. 

We  have  seen  that  they  were  used  in  England  in  the 
reign  of  Eichard  II.,  but  the  first  recorded  decision 
regarding  them  occurred  in  the  reign  of  James  I. 

The  courts  for  a  long  time  regarded  bills  with  jealousy 
as  an  exception  to  the  common  law,  and  restricted  their 
use  to  merchants,  but  at  last  their  obvious  utility  overcame 
the  scruples  of  the  judges.  A  bill  of  exchange  is  defined 
by  the  Act  of  1881  to  be  "  an  unconditional  order  in 
writing  addressed  by  one  person  to  another,  signed  by 
the  person  giving  it,  requiring  the  person  to  whom  it  is 
addressed  to  pay  on  demand,  or  at  a  determinable  future 
time,  a  sum  certain  in  money  to  or  to  the  other  of  a 
specified  person,  or  to  bearer  ".  Every  indorsement  on  a 
bill  really  constitutes  the  indorser  as  a  new  drawer,  and 
the  indorsement  admits  the  signature  and  capacity  of 
every  prior  party,  so  that  every  indorsement  on  a  bill  is  to 
a  banker  an  additional  security  unless  an  indorsement  is 
forged,  which  would  have  the  effect  of  cancelling  subse- 
quent indorsements. 

The  custom  of  making  bills  payable  at  a  bank  is  com- 
paratively modern,  and  a  holder  could  object  to  receive  a 
bill  so  accepted. 

Of  course  it  is  a  great  convenience  for  traders  to  make 
their  bills  payable  at  a  bank,  but  unless  there  is  a  special 
agreement  between  the  banker  and  his  customer  it  is 
doubtful  if  the  latter  could  make  any  claim  against  the 
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former  in  case  of  refusal  to  pay  bills.  A  banker  is  com- 
pelled to  pay  cheques  providing  he  has  funds  belonging  to 
his  customer,  but  a  bill  of  exchange  is  outside  the  relation 
of  a  banker  to  his  customer. 

The  banks  ought  to  consider  whether  it  is  desirable  for 
them  to  undertake  great  risks  in  the  payment  of  bills  for 
their  customers,  when  they  are  held  liable  for  forged 
indorsements.  It  is  impossible  to  verify  indorsements, 
and  therefore  the  law  relating  to  bills  ought  to  be  assimi- 
lated to  that  of  cheques,  so  that  the  banker  should  be 
protected  in  case  a  bill  is  paid  with  a  forged  indorsement. 

The  French  Code  protects  bankers  if  bills  are  paid 
with  forged  indorsements. 

As  a  protection  the  banks  might  decline  to  pay  cash 
over  the  counter  for  bills  made  payable  at  their  offices. 

It  is  not  an  uncommon  procedure  in  London  for 
bills  to  be  presented  for  payment  and  bank  notes  obtained 
in  exchange,  in  order  to  wire  the  fate  of  such  documents. 

Another  mode  of  protection  might  be  obtained  if  the 
banks  insisted  that  bills  should  only  be  paid  with  cheques 
attached.  Of  course  safeguards  such  as  these  are  not 
beneficial  to  the  trading  community,  and  therefore  if  the 
law  could  be  assimilated  to  that  of  cheques  no  change 
of  custom  would  be  requisite. 

As  bills  also  form  the  method  of  settHng  international 
indebtedness,  it  would  be  advantageous  if  the  law  with 
regard  to  those  instruments  was  identical  throughout  the 
world. 

In  France  a  bill  represents  a  trade  transaction,  and 
therefore  it  does  not  circulate. 

The  bill  must  state  on  its  face  that  value  is  received  in 
goods,  value  received  in  cash,  or  value  in  account.  In 
this  country  the  law  raises  a  prima  facie  presumption 
that  value  has  been  received. 
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Several  interesting  discussions  relating  to  bills  took 
place  at  a  meeting  of  the  Institute  of  Bankers  held  19th 
December,  1879.  At  that  meeting  it  was  resolved  that  it 
would  be  desirable  to  abolish  days  of  grace,  now  that  the 
means  of  communication  are  so  rapid.  This  has  recently- 
been  done  in  the  United  States.  Another  point  discussed 
was,  whether  conditional  acceptances  might  not  be 
abolished.  However,  the  meeting  was  in  favour  of  their 
retention.  These  conditional  acceptances,  which  are  bills 
payable  on  the  delivery  of  bills  of  lading  and  shipping 
documents,  meet  the  requirements  of  the  foreign  trade  of 
this  country,  and  are  therefore  beneficial.  The  third 
discussion  at  that  meeting  was,  whether  it  would  be 
desirable  to  impose  restrictions  upon  the  issue  and  circula- 
tion of  accommodation  paper.  The  French  and  other 
Codes  state  that  such  credit  documents  are  illegal. 

It  was  decided,  however,  that  it  was  not  considered 
advantageous  to  interfere  with  the  present  law,  because 
many  bills  which  appear  to  be  accommodation  paper  are 
in  reality  trade  transactions. 

It  is  important  for  a  banker  to  know  the  position  and 
habihty  of  each  party  to  a  bill,  so  that,  if  necessary,  he 
may  be  able  to  sue  the  right  persons. 

When  an  inland  bill  is  unpaid,  it  is  considered  advisable 
to  have  the  same  noted,  but  foreign  bills  are  both  noted 
and  protested.  The  latter  course  should  always  be  adopted 
for  foreign  bills,  but  there  is  a  tendency  for  inland  bills 
not  to  be  noted. 

Our  modern  system  of  credit  has  been  the  means  of 
utihsing  bills  in  order  to  obtain  capital  from  the  banks. 
This  is  effected  by  means  of  bills  which,  as  a  rule,  are 
drawn  by  foreign  correspondents,  who  deposit  securities 
to  cover  the  advances  so  obtained.  They  are  known  as 
acceptances,  and  are  readily  discounted  by  the  bill  brokers, 
and  are  known  in  the  market  as  bank  acceptances. 
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Mr.  Dun  has  subdivided  acceptances  into  the  following 
classes : — 

1.  Drafts  of  seven,  fourteen,  or  twenty-one  days  drawn 
by  country  bankers  for  the  purposes  of  remittance. 

2.  Acceptances  up  to  ninety  days  against  credits  estab- 
lished by  banking  correspondents  in  the  country. 

3.  Acceptances  on  account  of  foreign  and  colonial  banks 
having  head  offices  in  London. 

4.  Acceptances  to  mercantile  firms  and  companies  abroad. 
Mr.  Dun  believes  that  the  third  class  ought  to  be  kept 

within  bounds,  and  that  the  fourth  class  ought  to  be 
avoided  altogether. 

With  regard  to  acceptances,  there  is  always  an  element 
of  danger,  especially  when  a  feeling  of  distrust  exists  in 
the  mercantile  world. 

A  bank  which  is  perfectly  solvent  may  have  accepted  a 
large  number  of  bills  against  which  it  holds  sufficient 
cover.  When,  however,  a  crisis  occurs,  the  bills  which 
have  been  accepted  by  that  bank  may  be  refused  in  the 
market,  especially  if  there  are  a  large  number  offered  for 
discount.  If  this  occurred  the  bank's  credit  may  be 
materially  injured,  and,  as  a  natural  consequence,  it  may 
possibly  lead  to  its  failure. 

One  of  the  noticeable  facts  in  connection  with  the 
City  of  Glasgow  Bank's  failure  was  Ihat  within  a  week 
after  its  acceptances  had  been  refused  in  the  market  its 
suspension  occurred. 

Another  risk  with  regard  to  acceptances  is,  that  many 
changes  may  occur  between  the  interval  of  acceptance 
and  the  day  of  payment. 

The  chairman  of  the  London  and  Westminster  Bank 
stated  some  time  ago  that  "  acceptances  drawn  by  mer- 
cantile firms  abroad  is  part  of  the  business  that  ought  to 
be  carried  on  by  a  merchant  or  merchant  banker  ". 
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It  has  been  represented  by  those  who  are  in  favour  of 
acceptances  that  if  the  business  is  kept  within  bounds  it 
is  perfectly  safe,  and  those  banking  institutions  which 
have  transacted  such  business  have  made  few  losses.  Of 
course,  it  is  important  that  acceptances  should  be  fully 
covered  by  means  of  the  deposit  of  good  securities  in 
case  of  loss. 

Acceptances  may  be  utilised  in  order  to  effect  Stock 
Exchange  transactions ;  securities  bought  on  the  Stock 
Exchange  being  deposited  as  cover.  This  kind  of  busi- 
ness would  certainly  be  discouraged  by  the  banks. 

The  acceptances  of  six  of  the  principal  London  banks 
show  a  considerable  decrease : — 

£ 
1880  =  9,470,000 
1888  =  7,153,000 

The  acceptances  of  seventeen  metropolitan  banks  show 
a  great  reduction  during  the  last  five  or  six  years. 

The  amount  to  31st  December,  1894,  was  as  follows  : — 

Purely  Metropolitan £7,334,000 

Metropolitan  and  Country  Branches   .         .         7,348,000 

At  the  present  time  there  seems  to  be  a  decrease  in  the 
amount  of  bills  in  circulation,  which  is  partly  due  to  the 
fact  that  modern  trade  is  based  principally  upon  cash 
transactions ;  many  firms  dealing  with  wholesale  houses 
find  it  advantageous  to  pay  cash  for  goods  purchased 
rather  than  give  a  three  months'  bill.  The  trader  then 
gets  the  benefit  of  the  discount  allowed  by  the  wholesale 
firm  for  ready  money. 

The  great  increase  in  the  business  of  co-operative  stores, 
where  all  sales  are  for  cash,  has  also  been  the  means  of 
lessening  the  number  of  bills.  Formerly  the  trade  trans- 
actions of  the  stores  were  in  the  hands  of  shopkeepers 
who  sold  goods  on  the  credit  system,  and  therefore  were 
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not  always  able  to  pay  cash  for  goods  bought.  Conse- 
quently the  retail  dealer  was  at  times  compelled  to  give 
bills  to  the  wholesale  manufacturer.  It  has  been  stated 
that  during  the  busy  season  at  a  London  co-operative 
store  the  daily  receipts  amounted  to  £10,000. 

Again,  the  means  of  communication  are  now  so  rapid 
that  it  has  materially  assisted  the  present  system  of  cash 
payments.  Instead,  therefore,  of  bills  being  used  we  find 
country  cheques  form  the  mode  of  payment.  Cash  can 
be  obtained  for  these  cheques  through  the  medium  of  the 
Clearing  House  in  the  course  of  a  few  days. 

The  Clearing  House  statistics  show  a  proportionate 
decrease  in  the  amount  of  bills  payable  on  the  4ths  of  the 
month,  but  a  large  increase  in  country  cheques  : — 

CLEARING  HOUSE  RETURNS,  4th  OF  THE  MONTH. 

1875  =  245,800,000 
1880  =  236,809,000 
1885  =  221,870,000 
1890  =  289,107,000 
1894  =  261,547,000 

PROPORTION  OF  4ths  TO  TOTAL  AMOUNT  OF  CLEARING. 

1877  =  4-6% 
1892  =  4-0% 

There  has  been  a  large  increase  in  the  use  of  country 
cheques.  According  to  the  Clearing  House  returns  the 
amounts  were : — 

£ 

1884  =  443,000,000 

1885  =  426,000,000 
1889  =  522,000,000 

In  1880  Messrs.  Glyn,  Mills,  Currie  &  Co.  cleared 
19,950  cheques  in  one  day,  of  which  2J  per  cent,  were 
under  £1 ;  but  in  1887  they  cleared  35,090,  of  which  4  per 
cent,  were  under  £1. 
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Whilst,  therefore,  bills  have  decreased,  there  has  been 
a  large  increase  in  country  cheques. 

Again,  the  system  of  telegraphic  transfers  has  con- 
tributed towards  decreasing  the  number  of  bills  drawn. 

Mr.  Birch  gives  an  interesting  account  showing  how 
these  transfers  act  as  substitutes  for  bills.  "  Formerly  the 
banks  and  great  commercial  houses  in  the  East,  in  the 
United  States  and  elsewhere  took  as  they  do  now  the 
ordinary  trade  bills,  i.e.,  drafts  against  documents  of 
consignments  and  such  like  at  six,  four,  three  and  two 
months  at  the  ordinary  usance,  and  any  one  requiring  first 
class  clean  bills  for  remittance,  either  for  the  purchase 
of  commodities  or  to  cover  credits  or  other  purposes, 
would  apply  to  these  banking  institutions  who  would  give 
bills  also  at  usance.  Thus  there  were  running  two  sets 
of  bills  representing  one  commercial  transaction.  Now 
these  banking  institutions  continue  to  take  these  trade 
bills  as  formerly,  but  instead  of  drawing  at  usance  they 
give  telegraphic  transfers,  which  enables  a  merchant  in 
Hong  Kong,  or  in  New  York,  or  in  any  other  part  of  the 
world,  to  calculate  exactly  the  cost  of  his  operation,  just 
as  if  he  were  sitting  in  London ;  no  question  of  discount, 
of  bill  stamp  or  other  expense,  or  whether  the  bill  be  a 
good  one.  He  can  balance  his  operation  just  as  well  at 
these  distant  places  as  if  he  were  sitting  in  Lombard 
Street." 

Bills  are  utilised  in  the  present  day  in  the  manufactur- 
ing towns  of  the  North  of  England  for  the  purpose  of 
settling  trade  transactions. 

Thus  the  monthly  settlements  at  Bradford,  Hudders- 
field  and  Leeds  are  effected  by  means  of  drafts  drawn 
upon  London. 

We  have  already  noticed  that  the  largest  proportion  of 

bills  in  circulation  is  in  the  hands  of  the  bill  brokers. 

13 
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This  is  certainly  one  of  the  features  of  our  modern  system 
of  finance.  The  large  increase  of  business  on  the  Stock 
Exchange  has  no  doubt  somewhat  increased  the  number 
of  bills  in  circulation.  There  is  a  less  number  of  inland 
bills,  but  foreign  bills  are  increasing.  The  foreign  bills 
are  utilised  for  the  purpose  of  withdrawing  capital  ob- 
tained in  this  country  for  investment  abroad. 

Again,  the  payments  of  interest  by  foreign  countries 
are  made  by  means  of  bills  of  exchange.  These  payments 
are  very  large.     For  example  : — 

Dividends.    Drawings  of  Bonds. 
£  £, 

1888         ....        42,497,300        3,669,100 
1887         ....        43,101,700        3,608,600 

Increase         .  604,400  60,500 

Although  bills  have  increased  for  certain  purposes,  yet 
on  the  whole  there  has  been  a  decrease,  and  this  has 
somewhat  affected  the  business  of  the  notaries,  who  in 
former  days  were  fully  occupied  in  noting  and  protesting 
such  documents. 

It  is  certainly  a  cause  for  regret  that  the  banks  of  this 
country  do  not  discount  so  many  bills  as  formerly.  These 
credit  documents  are  justly  considered  as  one  of  the  best 
investments  for  surplus  funds.  Mr.  Hankey  says  that 
bills  of  exchange  are  the  only  kind  of  investments  upon 
which  absolute  dependence  can  be  placed  for  a  return  of 
capital  at  a  fixed  date. 

Good  commercial  bills  of  short  dates  have  this  advan- 
tage over  Government  stock  or  exchequer  bills,  that  a 
banker  is  sure  to  receive  back  the  same  amount  of  money 
which  he  advanced. 

The  high  value  set  upon  bills  by  bankers  is  shown  by 
the  large  amount  held  by  them  as  security  against 
advances  to  bill  brokers. 

Again,   they   can   be   utilised   for   the   purpose   of  re- 
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discount  in  cases  of  emergency  or  other  reasons.  Some 
bankers  of  the  present  day  prefer  keeping  their  reserves 
in  bills  rather  than  in  Government  stocks  ;  for  various 
reasons,  therefore,  a  decline  in  the  bill  transactions  of  the 
banks  is  to  be  deplored. 

In  consequence  of  a  decrease  in  these  documents,  the 
banks  are  increasing  their  loans  on  the  Stock  Exchange, 
but  it  is  questionable  whether  this  is  a  change  for  the 
better. 

From  the  pubhshed  reports  of  certain  banks  we  find 
that  advances  which  are  largely  made  up  of  loans  on  the 
Stock  Exchange  have  increased  by  52  millions,  and  their 
proportion  to  the  total  assets  has  risen  from  34  per  cent, 
to  38i  per  cent. 

If  all  the  banks  separated  their  bills  discounted  from 
their  advances,  we  should  be  able  to  form  some  idea  as  to 
the  changes  in  the  bill  transactions  of  this  country. 

In  the  course  of  this  inquiry  we  have  endeavoured  to 
show  how  bills  were  introduced  into  this  country,  their 
utility  as  a  circulating  medium  for  the  purposes  of  trade, 
and  how  they  came  to  be  associated  with  banking. 

In  conclusion  we  may  state  that  as  instruments  of 
credit  they  have  contributed  largely  to  promote  the 
prosperity  of  the  banking  institutions  of  this  country. 

Bills  have  also  assisted  materially  to  promote  the 
growth  of  Enghsh  commerce,  and  have  been  the  means 
of  placing  English  credit  at  the  highest  standard  in  the 
civilised  world. 
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CHAPTER  XXVI. 

BRANCH  BANKING. 

One  of  the  distinctive  features  of  modern  banking  is  the 
establishment  of  branches  throughout  the  country.  This 
is  shown  in  the  tables  prepared  by  Mr.  James  Dick  for 
the  paper  read  before  the  Bankers'  Institute  in  April, 
1892. 

In  1883  there  were  3932  offices,  but  in  1891  they  had 
increased  to  4934,  or  an  average  of  seventeen  offices  for 
each  bank. 

Scotland  has  still  a  larger  average  of  offices  to  the 
inhabitants  than  either  England  or  Ireland. 

For  example : — 


England 

.     1  to  8915  inhabitants. 

Scotland 

.     1  to  4260 

Ireland 

.     1  to  9520 

For  our  guidance  in  considering  the  merits  of  branches, 
we  cannot  do  better  than  remember  the  advice  given  to 
bankers  by  Mr.  Eae  in  his  excellent  work,  The  Country 
Banker.  He  remarks  that  no  bank  ought  to  open  a 
branch  unless  possibly  for  the  following  reasons,  viz.  : — 

1st.  It  should  be  advantageous  for  the  customers  of 
that  bank. 

2nd.  There  should  be  a  possibility  of  new  business 
being  obtained. 

3rd.  That  the  branch  may  act  as  a  connecting  Hnk  to 
other  branches. 

Branches   should   not   be   opened   for   the   purpose   of 
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competition  with  other  banks,  because  that  is  not  altogether 
desirable. 

It  must  be  remembered  that  when  a  bank  is  opened 
there  is  a  tendency  for  the  new  institution  to  get  all  the 
bad  or  doubtful  accounts. 

Possibly  the  greatest  use  of  branches  is  that  they  find 
an  outlet  for  surplus  capital.  Thus  if  money  cannot  be 
employed  to  advantage  at  one  branch,  yet  there  might  exist 
a  demand  for  capital  at  another,  and  consequently  none  of 
the  resources  of  the  bank  remain  unemployed.  If  the  surplus 
funds  of  a  bank  can  always  be  utilised  at  a  profit,  it  follows 
that  a  higher  rate  of  interest  can  be  given  for  deposits. 

Mr.  Gilbart,  in  his  treatise  on  banking,  says  that  for  small 
towns  a  branch  of  a  large  bank  is  more  advantageous 
than  an  independent  joint- stock  bank,  because  a  branch 
can  be  worked  at  less  cost. 

There  is  no  doubt  that  the  establishment  of  branches 
by  the  existing  banks  of  this  country  has  been  the  means 
of  preventing  new  institutions  from  starting.  This  would 
mean  competition,  which  possibly  might  be  advantageous 
to  the  community  but  detrimental  to  the  existing  banks. 

In  Scotland  the  branch  system  has  been  so  extended 
that  it  would  be  almost  impossible  for  a  new  bank  to  be 
formed.  The  Scotch  banks  have  also  the  privilege  of 
issuing  notes,  which  enables  them  to  provide  till  money 
at   a  trifling   expense. 

Competition  between  banks  is  not  desirable,  because 
greater  risks  and  responsibilities  are  undertaken  in  order 
to  secure  profits. 

Of  course  it  is  desirable  that  banking  facilities  should 
be  provided  at  a  small  cost,  but  these  facilities  ought  not 
to  be  at  the  expense  of  stability.  If  a  branch  is  opened 
at  a  comparatively  small  cost,  it  enables  the  small  trader 
and  shopkeeper  to  keep  banking  accounts. 
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The  vast  increase  in  the  country  clearing  in  London 
shows  that  the  branch  system  has  been  the  means  of 
inducing  a  fresh  class  of  people  to  open  banking  accounts. 

Mr.  Barnett  in  1881  estimated  the  country  clearing  at 
£350,000,000  per  annum,  and  since  that  time  there  has 
been  an  enormous  increase  in  the  amount  passed  through 
the  Clearing  House.  This  shows  that  the  branches  have 
obtained  quite  a  new  connection.  They  have  also  been 
the  means  to  some  extent  of  superseding  the  country  note 
circulation,  because  the  cheque  is  now  more  utilised. 
Cheques  which  are  received  at  the  branches  are  sent 
to  London  daily,  where  they  are  cleared  through  the 
Clearing  House. 

It  has  also  been  stated  that  a  bank  with  branches  would 
be  able  to  get  the  London  Agent  to  transact  its  business 
at  a  lower  cost  than  if  the  branches  were  separate  institu- 
tions. This  advantage  is,  however,  not  so  important  in  the 
present  day,  because  a  large  number  of  banks  now  have 
London  offices.  It  is,  however,  advantageous  for  a  bank 
to  open  branches  in  order  to  increase  its  connection,  when 
by  such  means  the  new  business  obtained  represents 
various  industries,  because  a  depression  of  trade  would 
not  then  be  so  severely  felt.  In  such  a  case  branches 
would  act  as  feeders,  and  give,  as  it  were,  new  life  to  the 
central  establishment.  Again,  if  the  customers  of  a  bank 
have  greater  facilities  given  them,  it  is  natural  to  suppose 
that  they  would  recommend  the  bank  to  others. 

Again,  the  branch  system  is  the  means  of  greater 
facihties  for  the  transmission  of  money  from  one  district 
to  another. 

Of  course,  the  opening  of  new  offices  ought  to  increase 
the  dividends  to  the  shareholders,  as  banks  naturally 
wish  to  increase  their  profits,  if  it  can  be  done  with 
safety.     It  seems,  however,  that  the  additional  facilities 
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have  to  some  extent  benefited  the  customers  rather  than 
the  banks. 

The   following   figures    show  the   dividends   paid   and 
number  of  branches  after  an  interval  of  six  years  : — 


30th  June.  1885. 


30th  June,  1891. 


Bank. 


No.  of 
Branches, 


Alliance 

Capital  and  Counties 

Central 

City     . 

Consolidated 

Imperial 

London  and  County 

London  Joint-Stock 

London  and  Provincial 

London  and  Westminster 

National 

National  Provincial    . 

Union 

London  and  South  Western 


160 

6 

84 

9 

110 

153 

5 

53 


Dividend. 


No.  of 
Branches. 


% 

7 
18 
10 
10 
10 

7 
20 
12^ 
12i 
16 
11 
20 
12i 

6 


12 

132 

11 

12 

9 

7 

173 

10 

119 

15 

103 

167 

9 

91 


Dividend, 


% 

8 
18 
10 
11 
10 

7 
22 
12^ 
15 
16 
10 
20 

8 


From  the  above  we  notice  that  the  banks  which  have 
increased  their  dividends  are,  with  few  exceptions,  those 
which  have  opened  branches  in  places  where  no  banking 
accommodation  previously  existed ;  for  example,  the 
London  and  County,  London  and  South  Western,  and 
London  and  Provincial,  have  opened  branches  in  districts 
of  greater  London  where  no  bank  had  hitherto  been 
established.  Although  the  fourteen  banks  have  increased 
their  deposits  from  £115,999,000  to  £125,264,000,  yet  there 
has  been  no  corresponding  increase  in  the  dividends.  We 
must  not,  however,  forget  that  in  recent  years  there  has 
been  a  steady  decline  in  the  rate  of  interest  ruUng  in  the 
market. 

These  banks,  however,  have  increased  their  reserve  fund 
from  £8,035,000  to  £8,839,000,  which  is  very  satisfactory, 
because  it  shows  that  they  have  provided  additional  funds 
to  meet  sudden  emergencies. 
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Again,  the  additional  reserve  takes  the  place  of  increased 
capital,  which  is  necessary  when  we  consider  that  the 
Habilities  have  increased  £10,000,000.  Although  some  of 
the  provincial  banks  have  opened  additional  branches,  yet 
their  dividends  do  not  show  a  corresponding  increase. 
For  example : — 


1881. 

1891. 

Bank. 

Branches. 

Dividend. 

Branches. 

Dividend. 

Wilts  and  Dorset 
Manchester  and  Liverpool 
North  and  South  Wales     . 
Lloyd's  Bank      .... 

64 
54 
50 
43 

20 
20 

83 

50 

65 

130 

20 
15 

17i 

However,  if  the  opening  of  branches  has  prevented  other 
new  banking  institutions  from  starting,  the  result  would 
be  in  time  favourable  to  the  existing  establishments. 

We  will  now  consider  some  of  the  disadvantages  which 
arise  under  the  existing  system  of  branch  banking.  It 
has  been  alleged  that  each  ofitice  is  in  some  sense  a  source 
of  weakness,  and  this  we  believe  is  one  of  the  reasons  why 
the  Bank  of  England  has  not  opened  more  branches. 

A  recent  writer  in  the  Economist  suggested  that  the 
Bank  of  England  should  have  a  large  number  of  branches, 
Hke  the  Imperial  Bank  of  Germany  which  has  at  present 
250,  but  we  must  not  forget  that  the  Bank  of  England 
holds  the  cash  reserve  of  this  country.  The  existing  banks 
would  not  like  to  see  the  Bank  competing  against  them. 
The  establishment  of  a  branch  means  an  additional  re- 
sponsibility to  the  directors ;  and  it  is  impossible  to 
suppose  that  they  can  understand  thoroughly  all  the 
details  and  have  a  practical  insight  into  the  business  of  a 
town  far  away  from  the  head  office ;  they  must  to  a  great 
extent  be  guided  by  the  manager  of  the  branch,  who 
supphes  them  with  the  necessary  information.     However, 
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the  real  responsibility  for  every  branch  must  rest  with 
the  directors. 

Again,  any  sadden  demand  for  cash  must  be  met  from 
the  central  institution.  The  cash  reserves  of  the  banks 
have  not,  however,  increased  in  proportion  to  the  number 
of  branches  opened. 

Mr.  Goschen,  in  his  celebrated  speech  at  Leeds  on 
28th  January,  1891,  mentioned  that  eleven  large  banks 
kept  in  cash  only  10'3  per  cent,  in  1888,  whilst  in  1879 
they  held  12-9  per  cent.  There  does  not  appear  to  be  any 
connection  between  the  amount  of  cash  held  and  the 
number  of  branches.  The  monthly  returns  issued  by 
some  of  the  banks  show  that  some  with  the  largest 
number  of  branches  have  the  smallest  cash  reserve.  No 
doubt  if  each  branch  was  an  independent  bank,  a  larger 
cash  reserve  would  be  held.  Of  course,  one  must  not 
forget  that  the  facilities  for  the  transmission  of  coin  are 
greater  now  than  they  were  fifty  years  ago. 

It  is  also  possible  that  if  an  issue  of  £1  notes  takes 
place,  as  advocated  by  Mr.  Goschen,  it  would  be  distinctly 
advantageous  to  a  bank  with  a  large  number  of  branches. 
These  notes  could  be  sent  to  any  branch  at  a  trifling  ex- 
pense compared  to  the  cost  of  transmitting  gold.  The 
National  Banks  in  America  keep  $1  in  cash  for  every  S4 
deposited.  This  gives  a  proportion  of  25  per  cent,  in  a 
country  where  branch  banking  is  discouraged.  A  propor- 
tion of  10  per  cent,  to  14  per  cent,  of  cash  does  not  seem 
to  be  a  sufficient  reserve  for  banks  which  have  a  large 
number  of  branches. 

We  know  that  banks  succeed  because  great  confidence 
is  placed  in  them,  but  if  a  branch  happened  to  make  a 
great  loss  it  might  cause  a  run  upon  all  the  branches. 
The  bank  might  be  perfectly  solvent  and  yet  be  obHged  to 
close  its  doors,  because  the  head  office  might  not  be  able 
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to  supply  till  money  to  a  large  number  of  branches  with 
sufficient  rapidity. 

It  seems  to  us  that  a  bank  with  a  comparatively  small 
number  of  branches  is  relatively  stronger  than  one  with  a 
large  number.  The  former  would  have,  as  it  were,  its 
business  more  concentrated,  and  consequently  be  able  to 
supervise  it  more  thoroughly.  If  a  bank  opens  branches, 
it  is  a  question  whether  that  bank  should  not  increase  its 
capital.  In  America  no  new  bank  is  allowed  to  be  formed 
unless  a  certain  amount  of  capital  is  assigned  to  it.  The 
weakness  of  our  system  is  that  there  has  not  been  a  corre- 
sponding increase  of  capital  in  proportion  to  the  liabilities. 

Mr.  Gilbart  stated  some  years  ago  that  a  bank's  capital 
should  not  be  less  than  one-third  of  its  liabilities.  No 
doubt  this  is  a  very  high  proportion,  but  it  is  questionable 
whether  10  per  cent,  is  sufficient. 

If  we  study  the  balance  sheets  of  the  Scotch  banks  we 
find  that,  although  their  deposits  and  branches  have  in- 
creased, their  capital  accounts  remain  stationary.    Thus  : — 

Capital.  Deposits. 

£  £ 

1865 9,431,000  56,185,000 

1875    .    .    .  ■  .    .    8,785,000  78,405,000 

1881 9,052,000  78,283,000 

1891 9,052,000  92,887,000 

It  must  also  be  remembered  that  the  Scotch  banks 
have  accepted  the  responsibihties  of  London  institutions 
without  increasing  their  capital  account,  but  they  have 
however  increased  their  reserve  fund  to  some  extent. 
Quite  recently  it  has  been  found  necessary  to  reduce  the 
rate  of  interest  on  deposits  in  consequence  of  the  difficulty 
experienced  in  the  employment  of  surplus  funds.  On  the 
other  hand,  the  rate  of  discount  has  been  correspondingly 
lowered.  The  Enghsh  banks  have,  however,  increased 
their  capital  and  reserve  considerably.     Thus  to  October, 


BRANCH  BANKING.  203 

1890,  there  was  an  increase  in  12  months  of  £1,070,439 
in  capital  and  £869,088  in  reserve. 

The  capital  of  the  fourteen  banks  already  mentioned 
amounts  to  £18,631,000,  against  deposits  amounting  to 
£125,264,000.  This  shows  a  greater  proportion  of  capital 
for  the  Enghsh  than  for  the  Scotch  banks. 

Another  disadvantage  of  branch  banking  is  that  there 
has  been  a  tendency  in  recent  years  for  banks  to  open 
branches  in  places  where  rival  establishments  exist. 
Possibly  at  such  places  there  was  enough  business  for 
one  bank,  but,  with  two,  banking  profits  have  been  re- 
duced to  a  minimum.  There  is  no  doubt  that  the  opening 
of  branches  has  been  the  means  of  extending  banking 
facihties  to  a  class  who  formerly  did  not  avail  themselves 
of  them.  We  might  say  that  fifty  years  ago  no  one  opened 
an  account  with  a  bank  unless  he  was  able  to  keep  a  large 
balance.  Banking  in  those  days  existed  principally  for 
the  wealthy.  In  the  present  day  any  one  can  have  a 
banking  account,  provided  a  small  commission  is  paid. 

The  large  increase  in  the  deposits  of  the  banks  must  be 
principally  due  to  the  fact  that  a  new  class  have  banking 
accounts. 

We  have  already  mentioned  that  the  enormous  increase 
in  the  country  clearing  in  London  is  partly  due  to  the 
increased  banking  facilities  offered  by  the  existing  banks. 

The  following  table  shows  the  increase  in  the  number 
of  banking  offices  in  various  large  towns,  and  we  may 
presume  that  these  branches  would  not  remain  open 
unless  a  profit  was  made  : — 

PROPORTION  OF  BANKS  TO  NUMBER  OF  INHABITANTS. 


1872. 

1886. 

1887. 

1888. 

Birmingliam . 

31,000 

15,000 

11,000 

10,000 

Bradford 

15,000 

14,000 

13,000 

Leeds     . 

25,000 

28,000 

22,000 

20,000 

Liverpool 

29,000 

12,000 

11,000 

11,000 

Manchester   . 

18,000 

9,000 

7,000 

6,000 

Sheffield 

47,000 

47,000  . 

40,000 
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Between  1877  and  1889,  banks  were  opened  in  461 
places  where  previously  no  bank  existed.  These  great 
facilities  for  banking  have  been  of  much  value  to  the 
community. 

However,  we  must  consider  whether  the  present  bank- 
ing system  is  advantageous  to  all  classes  of  society.  The 
tendency  of  modern  banking  is  one  of  amalgamation. 
New  banks  are  not  being  formed  for  the  purpose  of  pro- 
viding additional  facilities,  which  from  time  to  time  are 
necessary  on  account  of  growth  of  population  and  in- 
creased commerce.  No  doubt  the  pubHc  may  benefit  by 
these  bank  amalgamations  in  one  way,  viz.,  by  reducing 
the  cost  for  banking  accommodation.  The  working  ex- 
penses of  two  banks  which  amalgamate  ought  to  be  less, 
especially  if  competition  had  previously  existed  between 
them. 

On  the  other  hand,  it  is  not  desirable  to  estabhsh  a. 
monopoly  of  banking.  We  know  that  in  Scotland  it 
would  be  impossible  for  a  new  bank  to  start  with  any 
prospect  of  success.  The  branch  system  has  been  so 
extended  in  that  country,  combined  with  a  monopoly  of 
note  issue,  the  sine  qua  non  of  Scotch  banking,  that  it 
would  prevent  a  new  institution  from  making  a  profit.  It 
is  possible  that  if  the  £90,000,000  of  capital  deposited  in 
the  Scotch  banks  were  divided  amongst  twenty  banks 
instead  of  ten,  it  would  not  be  necessary  for  those  institu- 
tions to  compete  with  the  London  banks. 

A  system  of  monopoly  might  be  the  means  of  increasing 
the  charges  for  banking  facilities.  It  is,  therefore,  desir- 
able to  consider  whether  a  monopoly  of  banking  is  being 
created  in  this  country. 

We  think  that  the  branch  system  is  not  desirable  in 
one  way,  and  that  is  the  continual  reference  to  the  head 
office  on  all  business  of  importance  in  connection  with  the 
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branch.  We  believe  that  in  some  banks  no  loans  above  a 
certain  amount  are  allowed  unless  sanctioned  by  the  head 
office.  This  not  onl}^  means  delay  but  it  also  makes  the 
board  of  directors  practically  responsible  for  the  business 
of  every  branch. 

Again,  it  is  not  possible  that  directors  can  judge  accu- 
rately upon  a  written  report  what  is  the  real  position  of 
their  customers.  A  bond  fide  applicant  may  not  be  able 
to  get  the  accommodation  he  requires.  We  know  that 
capital  may  be  lent  in  some  cases  to  persons  without  any 
risk,  in  fact  without  security,  if  a  thorough  knowledge  of 
such  persons  is  obtainable.  A  board  of  directors  cannot 
possibly  judge  the  2^^'^sonal  character  of  customers  who 
are  unknow^n  to  them. 

A  bank  may  be  transacting  business  in  150  different 
places  where  a  diversity  of  trades  and  manufactures  exists. 
It  is  questionable  whether  the  wants  of  a  local  community 
are  best  satisfied  by  the  branch  system. 

A  recent  writer  in  the  Economist  stated  that  the  cen- 
trahsation  of  control  means  the  stifling  of  individual  in- 
telligence and  energy,  coupled  with  failure  to  gauge  the 
needs  of  local  commerce.  It  also  meant  the  starving  of 
enterprise  in  the  provinces,  because  the  capital  of  each 
district  was  sent  to  London  for  investment.  No  doubt 
the  local  wants  of  a  community  are  best  satisfied  by  a 
local  bank,  because  if  some  new  undertaking  is  required  a 
local  bank  would  be  more  inclined  to  assist  than  a  board 
of  directors  in  London.  Of  course  a  branch  manager 
may  be  able  to  state  accurately  the  requirements  of  the 
district  to  the  board  of  directors,  and  thus  satisfy  the 
wants  of  the  community.  We  think  that  a  local  bank 
with  few  branches,  say  for  every  county  of  England  or 
spread  over  certain  defined  areas,  would  be  the  best 
system. 
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If  a  bank  with  a  large  number  of  branches  failed,  the 
distress  occasioned  by  the  failure  would  be  felt  over  a 
larger  area  than  if  confined  to  one  district.  There  is,  of 
course,  less  possibility  of  capital  lying  idle  in  the  case 
of  a  bank  with  branches  over  a  large  area,  because,  if 
not  required  for  one  district,  it  may  be  utilised  in  another. 
Banking,  however,  is  now  so  much  centrahsed  in  London 
that  the  metropolis  has  become  the  great  distributer  of 
capital.  What  we  really  want  in  banking  is  economy 
combined  with  efficiency.  Our  system  must  not  only 
supply  the  wants  of  the  community,  but  it  must  be  per- 
fectly sound.  No  breath  of  suspicion  should  ever  reach 
any  of  our  banking  institutions.  Every  one  admires  and 
has  an  unlimited  faith  in  the  Bank  of  England,  because  it 
has  always  studied  strength  rather  than  dividends.  It 
might  have  had  branches  throughout  this  country,  but 
did  not  care  to  extend  its  responsibility,  whilst  it  holds,  as 
it  were,  the  key  of  our  banking  system.  We  presume 
the  Bank  recognises  that  each  branch  estabhshed  means 
in  a  sense  additional  responsibility,  and  also  another  outlet 
for  specie  payments. 

We  have  already  shown  that  the  establishment  of 
branches  has  not  been,  with  few  exceptions,  the  means 
of  increased  dividends.  Some  think  that  the  high  divi- 
dends paid  by  the  banks  should  be  the  means  of  the 
pubhc  obtaining  cheaper  or  better  banking  faciHties. 

On  the  other  hand,  it  might  be  argued  that  facihties  for 
banking  are  too  cheap,  because  the  banks  of  this  country 
have  at  the  present  moment  £39,000,000  of  reserve  on 
which  no  dividend  is  paid. 

Possibly  competition  and  the  tendency  for  the  rate  of 
interest  to  decline  have  been  the  causes  of  stationary 
dividends.  The  profits  made  by  banks  on  their  total 
resources  seem  small.     For  example,  the  purely  London 


BRANCH   BANKING.  207 

banks  only  earn  10s.  lOd.  per  cent,  on  their  total  resources, 
but  banks  with  country  branches,  where  a  higher  rate  is 
charged  for  loans,  etc.,  earn  from  15s.  to  19s.  8d.  per 
cent.  Competition  between  banks  is  not  desirable  if  it 
tends  to  speculation  in  order  to  maintain  dividend,  but, 
on  the  other  hand,  we  do  not  want  a  monopoly  of 
banking. 

The  remarks  of  Mr.  Martin  in  the  Economic  Journal 
on  "The  Evolution  of  our  Banking  System"  are  well 
worthy  of  consideration.  He  says:  "The  provincial 
banks  under  the  old  system  have  done  good  service  to  the 
trade  of  this  country.  Intimately  connected  with  the 
needs  of  their  district,  the  position  and  character  of  their 
customers,  they  have  fostered  and  developed  local  trade, 
agriculture  and  industries  in  a  manner  that  might  be 
impossible  under  new  conditions.  It  has  been  made  a 
complaint  from  Scotland  that  the  resources  of  the  country 
have,  since  the  Scotch  banks  opened  branches  in  London, 
been  diverted  from  their  legitimate  use  to  the  metropolis, 
and  that  heavy  discount  rates  are  charged  locally,  while 
the  money  is  being  employed  at  lower  rates  in  the 
London  money  market.  The  same  complaint  has  here 
and  there  been  made  in  England,  and  it  seems  desirable 
that  any  change  in  the  conditions  of  banking  in  this 
respect  should  take  place  gradually,  rather  than  by  any 
sudden  movement  that  might  entail  some  dislocation  of 
local  trade  and  industry." 

There  is  a  great  difference  between  a  bank  which  has 
gradually  become  larger  and  one  which,  in  consequence 
of  many  amalgamations,  has  doubled  its  deposits. 

It  was  recently  stated  by  the  official  liquidator  that  one 
of  the  reasons  why  a  certain  bank  failed  was  the  difficulty 
of  effective  control  and  proper  supervision  over  a  branch 
so  far  away  from  the  central  establishment. 
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It  is  the  age  for  large  banking  institutions,  like  it  is  the 
age  for  the  conversion  of  large  undertakings  into  limited 
companies.  We  can  only  hope  that  the  great  influence 
which  large  banks  possess  may  prove  beneficial  to  the 
community.  If  the  banks  satisfy  the  legitimate  wants  of 
the  community,  and  charge  a  moderate  amount  for  bank- 
ing accommodation,  there  will  be  no  justification  in  the 
remark  that  the  tendency  of  modern  banking  is  towards  a 
monopoly. 

One  of  the  difficulties  of  the  present  day  is  that  of  the 
deposit  system.  We  find  reference  made  at  bank  meet- 
ings to  the  difficulty  experienced  in  utilising  deposit 
money.  At  times  the  rate  for  call  money  and  three 
months'  bills  has  been  below  the  rate  allowed  on  deposits, 
or  the  margin  has  been  so  small  that  no  profit  could  be 
made,  or  not  sufficient  to  pay  working  expenses.  We  do 
not  think  this  ought  to  be  the  case,  because  the  banks  should 
be  able  to  combine  among  themselves,  and  then  either 
refuse  deposit  money  or  lower  the  rate  so  that  a  margin 
for  profit  should  exist. 

We  have  recently  been  reminded  by  the  official  liqui- 
dator that  the  high  rate  of  interest  allowed  by  a  certain 
bank  was  one  of  the  causes  of  its  failure.  At  the  present 
time  we  have  a  curious  instance  of  the  deposit  system,  and 
that  is,  the  Government  allowing  £2  10s.  per  cent,  on 
deposits  which  are  invested  in  Consols  realising  £2  6s.  3d. 
per  cent.,  in  addition  to  the  expenses  of  management, 
which  amount  to  9s.  l^d.  per  cent.  Thus  the  total  loss 
is  about  13s.  per  cent. 

During  the  present  year  Consols  have  risen  to  112,  and 
therefore  the  loss  on  the  Savings  Bank  deposits  is  still 
greater.  However,  the  present  Chancellor  of  the  Ex- 
chequer recognises  the  position,  and  will  no  doubt  sug- 
gest some  modification  of  the  present  system. 
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The  deposits  in  the  Savings  Banks  amount  to  £90,000,000 
and  in  the  Trustee  Banks  to  £43,000,000.  It  seems  an 
anomaly  that  such  a  loss  should  occur,  and  that  the 
Government  should  compete  for  deposits  against  the  other 
banks  of  the  countr3^ 

Again,  there  is  practically  no  cash  reserve  held  against 
deposits  amounting  to  £133,000,000. 


14 


210 


CHAPTEE  XXVII. 


BALANCE   SHEETS. 

The  study  of  the  half-yearly  or  yearly  statements  issued 
by  the  banks  is  of  great  interest,  because  we  have,  as  it 
were,  reflected  in  them  the  policy  of  bank  directors  with 
regard  to  the  management  of  the  vast  resources  com- 
mitted to  their  charge.  One  fact  is  apparent,  and  that  is 
the  absence  of  any  fixed  rule  as  to  the  proportion  of 
capital,  cash  or  investments  that  should  be  held  against 
the  liabilities.  We  give  the  following  as  a  good  illustration 
of  a  balance  sheet : — 


Liabilities. 
Current  accounts     . 
Deposit  accounts     . 
Other  liabilities,  circular  notes 

letters  of  credit,  etc.     . 
Acceptances     . 
Capital  paid  up 
Reserve  fund   . 
Rebate  on  bills  not  due  . 
Profit  and  loss 
Balance  brought  forward 
Net  profit  for  the  half-year 


Assets. 

Cash  in  hand  and  at  Bank 
of  England 

Money  at  call  and  short 
notice        .... 

Investments 

Consols         .... 

British  Colonial  Govern- 
ment Corporation  Stocks 

Other  securities  . 

Bills  discounted — 

(a)  three  months  and  under 

(b)  exceeding  three  months 
Loans  and  advances     . 
Liabilities  of  customers  for 

acceptances 

Bank  freehold  and  leasehold 
premises,  furniture  and 
fittings       .... 

Other  assets 
Profit  and  Loss  Account. 


Interest  accrued  and  paid 
Current  expenses     . 
Salaries,  rent  at   head   office 

and  branches 
Rebate  on  bills  not  due 
Dividend . 

Bank  premises  account 
Balance  carried  forward 


Balance  brought  from  last 
account     .... 

Gross  profits  for  the  half- 
year  after  providing  for 
bad  and  doubtful  debts  . 
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In  our  analysis  we  will  first  consider  the  liabilities, 
which  consist  of  capital,  reserve,  deposits,  acceptances, 
and  sundry  other  items.  The  capital  represents  the 
amount  which  is  thought  sufficient  to  carry  on  the 
business  of  banking.  The  reserve  is  the  accumulation 
of  undivided  profits,  and  the  proportion  of  these  two 
items  in  the  case  of  London  banks  varies  from  7  per 
cent,  to  29  per  cent,  of  the  liabilities.  Acceptances 
represent  bills  accepted  for  correspondents,  and 
which  must  be  paid  by  the  banks  when  they 
mature.  Lastly  we  have  the  current  and  deposit 
accounts ;  it  would  be  desirable  if  the  former  accounts 
were  separated  from  the  latter,  which  represent  a 
different  form  of  liability.  Deposits  may  be  called  in  at 
any  moment,  and  the  depositor  has  not  the  same  interest 
in  the  bank  which  the  customer  possesses.  When  there  is 
a  feeling  of  distrust  in  the  financial  world,  the  depositor 
is  the  first  to  w^ithdraw  his  capital. 

The  assets  should  be  carefully  examined,  because 
the  stability  of  our  banking  institutions  is  largely 
dependent  upon  the  investment  of  the  great  resources 
committed  to  their  charge.  The  first  item  would  be  the 
cash  reserve  of  the  bank,  which  consists  of  cash  in  hand, 
at  the  Bank  of  England,  and  money  at  call. 

We  can  scarcely  consider  money  at  call  as  a  cash 
reserve,  because  during  a  crisis  it  would  be  almost 
impossible  to  call  in  money  from  the  brokers. 

It  is  worthy  of  notice  that  some  banks  do  not  group 
their  cash  with  money  at  call,  but  include  such  amounts 
with  their  advances. 

The  proportion  of  cash  would  vary  from  7  to  20  per 
cent. 

The  average  of  seventeen  London  banks  is  14'5  per 
cent.,  and  of  money  at  call  12*7  per  cent. 
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The  next  item  in  the  balance  sheet  is  the  investments, 
which  are  of  a  varied  character.  At  the  head  of  the  Hst 
would  be  Consols,  which  form  the  best  security,  because 
the  payment  of  interest  is  secured  on  the  revenues  of  the 
country  and  the  stock  can  always  be  converted  into  cash 
at  short  notice. 

Some  banks  invest  the  whole  of  their  capital  or  reserve 
in  Consols. 

The  next  class  of  investments  would  be  Indian  Govern- 
ment Stocks,  Colonial  Government  Stocks,  Corporation 
Stocks  and  English  Kailway  Debenture  Stocks. 

These  items  would  vary  from  9  per  cent,  to  36  per 
cent.,  the  average  of  seventeen  London  banks  being  25"5. 
It  is  satisfactory  to  note  that  the  private  banks  which  have 
published  balance  sheets  show  a  very  high  proportion  of 
English  Government  Stocks.  Unfortunately  for  the 
banks,  the  yield  of  interest  every  year  tends  to  get  less. 

For  example,  the  yield  from  Consols  is  about  £2  6s., 
and  from  Colonial  Government  Stocks  about  £3  5s.  The 
various  classes  of  investments  should  be  separated  in 
order  to  get  a  correct  opinion  as  to  the  bank's  position. 
The  proportion  of  cash,  money  at  call,  and  investments 
to  current  and  deposit  account  varies  from  39  to  63  per 
cent,  in  the  case  of  the  London  banks. 

The  most  important  item  in  the  balance  sheet  is  loans 
and  advances  to  customers,  and  also  bills  discounted. 
Some  banks  separate  the  bills  discounted  from  the 
advances,  which  it  is  thought  should  be  done  in  all  cases. 
Of  the  two  classes,  viz.,  bills  and  advances,  bills  would 
stand  first,  because  they  form  a  better  security.  As  a 
rule  bills  are  met  at  maturity,  but  it  sometimes  happens 
that  loans  are  not  repaid  when  they  fall  due. 

A  banker  must  concentrate  his  attention  upon  this 
important   item   in   the    balance    sheet,   because    pubhc 
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confidence  in  the  management  is  largely  dependent  upon 
loans  and  advances  being  made  with  great   discretion. 

The  acceptances  are  shown  on  each  side  of  the  balance 
sheet,  and  vary  considerably  from  1  per  cent,  to  38  per 
cent,  against  the  total  amount  of  deposits. 

We  have  already  considered  whether  it  is  advisable  to 
extend  this  class  of  business. 

The  last  item  in  the  balance  sheet  is  bank  premises, 
the  usual  custom  being  to  reduce  the  amount  gradually. 

With  regard  to  the  profit  and  loss  account,  it  is  simply 
a  statement  showing  how  it  is  proposed  to  divide  the  net 
gains  made  during  the  half-year. 

The  profits  of  a  bank  are,  of  course,  dependent  upon 
the  interest  obtained  by  lending,  as  it  were,  the  assets. 
The  cash  reserves  of  the  banks  form  a  contingent  fund, 
and,  therefore,  we  might  say  that  about  14  per  cent,  of 
the  assets  do  not  produce  any  income.  In  recent  years 
the  tendency  is  for  investments  to  increase  and  loans  and 
advances  to  decrease.  This  naturally  means  less  profits, 
because  the  rate  of  interest  on  all  first-class  investments 
is  being  reduced. 

The  monthly  balance  sheets  and  half-yearly  balance 
sheets  are  now  keenly  criticised,  and  this  we  think  will 
in  course  of  time  tend  to  sjirengthen  our  banking  system. 


We  have  seen  that  great  changes  have  taken  place  in 
our  banking  system  from  an  early  period,  and  especially 
during  the  present  century.  This  change  is  still  going 
on ;  many  banks  after  a  long  and  honourable  career  are 
being  merged  into  large  banking  institutions. 

At  present  it  is  difficult  to  form  an  opinion  v^dth  regard 
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to  the  new  system,  but  if  in  the  future  banking  in  this 
country  is  to  be  transacted  by  a  comparatively  small 
number  of  banks,  it  is  highly  desirable  that  adequate  cash 
reserves  should  be  held,  and  also  that  a  perfect  system  of 
audit  be  adopted. 

Another  subject  may  be  mentioned  in  connection  with 
banking  of  the  present  day,  and  that  is  bimetallism. 
Any  change  in  our  system  of  currency  may  have  a  very 
important  effect  upon  banking  and  commerce,  and  there- 
fore the  subject  of  bimetallism  should  be  understood  in 
order  to  ascertain  how  far  the  trade  of  this  country  would 
be  affected  by  any  such  alteration.  We  have  recently 
seen  a  rich  country  like  the  United  States  compelled  to 
protect  its  gold  reserves,  in  consequence  of  unwise  silver 
legislation  in  former  years.  Again,  we  notice  public 
opinion  in  Germany  being  in  favour  of  bimetallism,  and 
therefore  it  is  important  for  England,  if  necessary,  to 
uphold  her  present  system  of  currency.  We  do  not  intend 
to  state  the  arguments  for  and  against  bimetallism,  but- 
wish  to  point  out  how  deeply  such  changes  may  affect 
our  banking  system. 

The  formation  of  the  Institute  of  Bankers  in  1879 
has  been  of  great  service  to  banking,  because  it  has 
endeavoured  to  promote  uniformity  of  practice  amongst 
the  banking  institutions  of  this  country. 
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NEW    BOOKS. 

Just  Ready. 

IVIARITIIYIE   LAW. 

Illustrated  in  the  Form  of  a  Narrative  of  a  Ship,  from  and  including  the 
Agreement  to  Build  her  until  she  becomes  a  Total  Loss. 

By  Albert  Saunders,  Solicitor.      Price  2I5. 
THE   COIVIPANIES  ACTS,    1 862- 1 900. 

With  Cross  References  and  a  full  Analytical  Index,  comprising  the  full 
text  of  all  the  Statutes  with  all  Amendments  and  Repeals  down  to 
1900,  and  the  Forms  and  Fees  prescribed  by  the  Board  of  Trade 
under  the  Act,   1900. 

By  William  Godden,  LL.B.,  B.A.,  and  Stanford  Hutten, 

of  the  Inner  Temple,  Barrister-at-Law. 

Price  5s.  net. 

COUNTY  COURT  PRACTICE  MADE  EASY,  OR 
DEBT  COLLECTION  SIIYIPLIFIED. 

By  a  Solicitor.     Price  2s.  6d. 

RESPONSIBILITIES  OF  DIRECTORS  AND  WORK- 
ING   OF    COIVIPANIES    UNDER    THE 
COIVIPANIES  ACTS,    I862-I900. 

By  Anthony  Pulbrook,  Solicitor. 

Author  of  numerous  Books  on  Companies'  Law  and  Practice. 
Price  3s.  6d.  net. 

HANDY  BOOK  ON  THE   LAW   AND    PRACTICE   OF 
JOINT   STOCK   COIVIPANIES. 

Incorporated  under  the  Companies  Acts,  1862-1900,  with  Forms  and 
Precedents.  Being  a  Manual  for  Secretaries  and  others  interested 
in  the  practical  legal  management  of  the  business  of  a  Company. 
Third,  Revised  and  Re-written  Edition. 

By  Anthony  Pulbrook. 
Price  4s.  net. 

THE  LAW  RELATING  TO  THE  RECONSTRUCTION 
AND  AIYIALGAMATION  OF  JOINT  STOCK 
COIVIPANIES,  TOGETHER  WITH  FORMS  AND 
PRECEDENTS. 

By  Paul  F.  Simonson,  M.A.,  Barrister-at-Law. 
Price  10s.  6d. 

THE  X   RAYS   IN   FREEMASONRY. 

By  A.  Cowan. 
Price  2s.  6d. 

A  PRACTICAL  SYSTEM  OF  BOOK-KEEPING, 
INCLUDING  BANK  ACCOUNTS. 

By  George  Jackson.     Revised  by  H.  T.  Easton. 
Twenty-fourth  Edition.     Price  5s.  net. 
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A  COUNTING-HOUSE  GUIDE. 

Containing  Copies  of  the  Chief  Commercial  Documents  now  generally 
used,  together  with  pro  forma  Invoices,  Account  Sales,  etc.,  and  useful 
Business  Tables  and  Calculations. 

By  W.   G.   CORDINGLEY. 
Price  75.  Qd.  net. 

THE     LAW    OF     CHARTER    PARTIES    AND    BILLS 
OF    LADING. 

By  Lawrence  R.  Duckworth,  Barrister-at-Law. 
Price  2s.  Qd.  net. 

THE  LAW  OF  GENERAL  AVERAGE. 

By   Lawrence    R.  Duckworth,  Barrister-at-Law. 
Price  25.  Qd.  net. 

AN   EPITOME  OF  THE  LAW  AFFECTING  lYIARINE 
INSURANCE. 

By  Lawrence  Duckworth,  Barrister-at-Law. 
Price  35.  Qd. 

HOW   TO    READ    THE    IVIONEY    ARTICLE, 

By  Charles  Duguid. 

Third  Edition. 

Price  25.  Qd. 


IVIAPS. 

NEW  MAP  OF  THE  WITWATERSRAND  GOLDFIELDS. 
Compiled  by  Messrs.  Wood  and  Ortlepp  of  Johannesburg.  Scale, 
Half-mile  to  the  Inch,  Size,  9  feet  by  3  feet.  Prices  :  four  Coloured 
Sheets,  £4  45. ;  mounted  to  fold  in  Case,  £5  145.  Qd. ;  Rollers  ,varnished, 
£5  145.  Qd. ;  mounted  in  Portfolio,  £6  65. ;  mounted  on  Spring  Rollers, 
£12  125. 

KALGOORLIE.  Showing  the  Gold  Mining  Leases  in  the  direct 
Hannan's  Belt,  East  Coolgardie  Goldfield,  Western  Australia.  Price 
on  Roller  and  Varnished,  155.  net.     Mounted  to  fold,  in  Case,  2I5.  net. 

AN  ENTIRELY  NEW  MAP  OF  THE  HANNAN'S  GOLD. 
FIELDS,  WEST  AUSTRALIA.  Scale,  10  Chains  to  the  Inch. 
Size,  9  feet  by  3  feet,  in  three  separate  large  Coloured  Sheets.  The 
importance  of  this  xMap  will  be  recognised  by  all  who  are  interested 
in  the  development  of  the  Hannan's  District.  It  is  the  first  Map 
published  to  show  the  Lodes,  as  well  as  the  Boundaries,  of  all 
Companies  properties,  pipe  lines,  shafts,  batteries  with  number  of 
stamps,  etc.,  and  also  gives  a  large  inset  Map  of  Western  Australia, 
showing  all  the  Goldfields  and  Railways  to  date.  Prices:  three 
Coloured  Sheets,  £3  35. ;  mounted  to  fold  in  Case,  £4  145.  M. ; 
mounted  on  Rollers  and  Varnished,  £4  145.  6^. ;  mounted  in  Portfolio, 
£5  65. ;  mounted  on  best  Spring  Roller,  £12  125. 

A  NEW  MAP  OF  THE  BOULDER  GROUP  OF  THE 
HANNAN'S  GOLDFIELD,  KALGOORLIE.  The  famous  "Au- 
stralia Square  Mile  ".  Scale,  20  Inches  to  1  Mile.  Size,  40  inches 
by  30  inches.     Price  :  205.  net,  folded  in  Case  or  mounted  on  Rollers. 
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WILSON'S 
LEGAL  AND  USEFUL  HANDY  BOOKS. 

"  This  house  is  famous  for  its  legal  and  commercial  handbooks." — Schoolmaster. 

'*  Popular  handbooks  of  this  kind  are  of  real  benefit  to  the  community." — Weekly  Dispatch. 


PRICES  ALL  NET. 


Law  of  Bills,  Cheques,  Notes  and  lOU's. 

Sixty-third  Thousand.  By  James  Walter  Smith,  Esq.,  LL.D.,  of  the 
Inner  Temple,  Barrister-at-Law.     Price  Is.  Qd. 

Joint  Stock  Companies  (l'862-1900). 

New  and  Revised  Edition.  Twenty-sixth  Thousand.  By  James 
Walter  Smith,  Esq.,  LL.D.     Price  25. 

The  Law  of  Private  Trading   Partnership    (including  the 
1890  Act). 

Twenty-eighth  Thousand.  By  James  Walter  Smith,  Esq.,  LL.D. 
Price  l5.  M. 

Master  and  Servant.      Employer  and  Employed  (including 
the  "Workmen's  Compensation  Act,"  1897. 

Seventeenth  Thousand.  By  James  Walter  Smith,  Esq.,  LL.D.  Price 
Is.  Qd. 

Husband  and  Wite. 

Engagements  to  Marry,  Divorce  and  Separation,  Children,  etc.  By 
James  Walter  Smith,  Esq.,  LL.D.  Eleventh  Thousand.  Price 
25.  Qd. 

Owner,  Builder  and  Architect.    By  James  Walter  Smith.     Price  Is. 

Law    of   Trustees  under  the  Act,   1893,  and  the  Judicial 
Trustees  Act  of  1896. 

Their  Duties  and  Liabilities.  New  and  Revised  Edition.  By  R.  Denny 
Urlin,  Esq.,  of  the  Middle  Temple,  Barrister-at-Law.     Price  Is. 

The  Investment  of  Trust  Funds  under  the  Trustee  Act,  1893. 

By  R.  Denny  Urlin,  Esq.     Price  Is. 

Executors  and  Administrators  ;  or.  How  to  Prove  a  Will. 

Their  Duties  and  Liabilities.  By  G.  F.  Emery,  Barrister-at-Law 
Price  2s. 

Law  of  Wills  for  Testators,  or.  How  to  Make  a  Will. 

By  G.  F.  Emery.     Price  Is.  6d. 

How  to  Appeal  against  your  Rates. 

(In  the  Metropolis.)  By  A.  D.  Lawrie,  Esq.,  M.A.,  Barrister-at-Law. 
Third  Edition,  revised  and  enlarged.     Price  2s. 

flow  to  Appeal  against  your  Rates. 

(Outside  the  Metropolis.)  By  A.  D.  Lawrie,  Esq.,  M.A.,  Barrister- 
at-Law.     Sixth  and  Enlarged  Edition.     Price  3s. 
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The  Stockbroker's  Handbook. 

A  Practical  Manual  for  the  Broker,  his  Clerk  and  his  Client.  New 
Edition,  with  chapter  on  Options.     Price  Is. 

The  Stockbroker's  Correspondent. 

Being  a  Letter-writer  for  Stock  Exchange  Business.     Price  Is. 

Investor's  Book-keeping. 

By  Ebenezer  Carr.     Price  Is. 

The  Juryman's  Handbook. 

By  Spencer  L.  Holland,  Barrister-at-Law.     Price  Is. 

Income  Tax:  and  how  to  get  it  Refunded. 

Seventeenth  and  Revised  Edition.    By  Alfred  Chapman,  Esq.    Price  2s. 

Land  Tax:  and  how  to  get  it  Corrected. 

With  Appendix  containing  Instructions  to  Assessors,  1897.  By  John 
Arnott,  F.S.I.     Price  Is. 

Law  of  Water,  Gas,  and  Electric  Lighting. 

By  Lawrence  R.  Duckworth,  Barrister-at-Law.     Price  Is.  6d. 

The  Law  of  Bankruptcy. 

Showing  the  Proceedings  from  Bankruptcy  to  Discharge.  By  C.  E. 
Stewart,  Esq.,  Barrister-at-Law.     Price  2s. 

The  Law  of  Residential  and  Business  Flats. 

By  Geo.  Blackwell,  Esq.,  of  the  Inner  Temple,  Barrister-at-Law. 
Price  Is.  6rf. 

Hoare's  Mensuration  for  the  Million; 

Or,  the  Decimal  System  and  its  application  to  the  Daily  Employment 
of  the  Artizan  and  Mechanic.     By  Charles  Hoare.     Price  Is. 

Ferguson's  Buyers  and  Sellers'  Guide ;  or,  Profit  on  Return. 

Showing  at  one  view  the  Net  Cost  and  Return  Prices,  with  a  Table  of 
Discount.     New  and  Rearranged  Edition.     Price  Is. 

House-Owners,  Householders  and  Lodgers :  their  Rights  and 

Liabilities  as  such.  By  J.  A.  de  morgan,  Esq.,  Barrister-at-Law. 
Price  2s. 

Bills  of  Sale. 

By  Thos.  W.  Haycraft,  Esq.,  Barrister-at-Law.     Price  2s.  6d. 

Schonberg's  Chain  Rule: 

A  Manual  of  Brief  Commercial  Arithmetic.     Price  Is. 

County  Council  Guide.    The  Local  Government  Act,  1888. 

By  R.  Denny  Urlin,  Esq.,  Barrister-at-Law.     Price  Is.  6d. 

Lunacy  Law. 

An  Explanatory  Treatise  on  the  Lunacy  Act,  1890,  for  all  who  have  the 
charge  of,  or  are  brought  in  contact  with,  persons  of  unsound  mind.  By 
D.  Chamier,  Esq.,  Barrister-at-Law.     Price  Is.  6d. 
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Houses  and  Lands  as  Investments. 

With  Chapters  on  Mortgages,  Leases  and  Building  Societies.  By  R. 
Denny  Urlin,  Esq.,  Barrister-at-Law.     Price  Is. 

How   to   Invest   Money.     By  E.  R.  Gabbott.     Price  Is. 

From  School  to  Office.     Written  for  Boys.    By  F.  B.  Crouch.    Price  Is. 

Pearce's  Merchant's  Clerk. 

An  Exposition  of  the  Laws  regulating  the  Operations  of  the  Counting 
House.     Twenty-third  Edition.     Price  25. 

The  Theory  of  Book-keeping.     By  Benjamin  Seebohm.     Price  Is. 

Double  Entry ;  or,  the  Principles  of  Perfect  Book-keeping. 

By  Ernest  Holah.     Price  25. 

Powers,  Duties  and  Liabilities  of  Directors  under  the  Com- 
panies Acts,  1862-1890.     ' 

By  T.  W.  Haycraft,  Esq.,  Barrister-at-Law.     Price  I5.  6d. 

The  Law  of  Innkeepers  and  the  Licensing  Acts. 

By  T.  W.  Haycraft,  Esq.,  Barrister-at-Law.     Price  I5.  6d. 

Validity  of  Contracts  in  Restraint  of  Trade. 

By  William  Arnold  Jolly,  Barrister-at-Law.     Price  Is. 

Copyhold  Enfranchisement  with  reference  to  the  Copyhold 

Act,   1895".     By  Arthur  Draycott.     Price  I5. 

Pawnbroker's  Legal  Handbook,  based  upon  the  Act  of  1872. 

By  Chan-Toon  and  John  Bruce,  Esqs.,  Barristers.     Price  Is. 

Schedule  D  of  the  income  Tax,  and  how  to  deal  with  it. 

By  S.  W.  Flint.     Price  \s. 

The  Neutral  Ship  in  Y/ar  Time,  Rights,  Duties  and  Liabilities. 

By  Albert  Saunders.     Price  I5. 

Criminal  Evidence  Act,  1898. 

With  Explanatory  Notes.    By  Charles  Bronte  Morgan.    Price  I5.  net. 

Law  Relating  to  Insurance  Agents,  Fire,  Life,  Accident  and 

Marine.     By  J.  E.  R.  Stephens,  Barrister-at-Law.     Price  Is. 

The  Traders'  Guide  to  the   Law  relating  to  the  Sale  and 
Purchase  of  Goods. 

By  L.  R.  Duckworth,  Esq.,  Barrister-at-Law.     Price  Is.  6d. 

A  Complete  Summary  of  the  Law  Relating  to  the  English 
Newspaper  Press. 

By  Lawrence  Duckworth,  Barrister.     Price  Is. 

Law  Affecting  the  Turf,  Betting  and  Gaming-Houses  and 
the  Stock  Exchange. 

By  Lawrence  Duckworth,  Barrister.     Price  Is. 

Law  Relating  to  Trustees  in  Bankruptcy. 

By  Lawrence  R.  Duckworth.     Price  I5. 

Railway  Law  for  the  "  Man  in  the  Train  ". 

Chiefly  intended  as  a  Guide  for  the  Travelling  Public  on  all  points 
likely  to  arise  in  connection  with  the  Railway.  By  George  E.  T. 
Edalji,  Solicitor.     Price  25. 
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ALDENHAM,  LORD  (H.  H.  GIBBS). 

A  Colloquy  on  Currency.    New  Edition,  revised  and  enlarged. 
Price  10s. 


AMERICAN  EXCHANGE  RATES. 

Calculated  from  S4.75  to  ^"^.95,  to  Suit  any  Range  of  Ex 
change  in  American  Shares  or  Produce.     Price  40^.  net. 


ARNOLD,  WILLIAM. 

The  Maritime  Code  of  Germany.      Translated  by  William 
Arnold.     Price  6s.  net. 


ATTFIELD,  J.  B. 

English  and  Foreign  Banks :  a  Comparison. 

Contents :    The   Constitution    of    Banks ;   The    Branch   System ; 
The  Functions  of  Banks.     Price  3s.  6rf.  net. 


AYER,  JULES. 

General  and  Comparative  Tables  of  the  World's  Statistics. 
Area  and  Population,  Religion,  Finance,  Currency,  Army,  Navy, 
Railways  and  Telegraphs,  Capitals  and  Towns,  Time  at  Capitals, 
etc.     On  a  Sheet  35  x  22.     Price  Is.  net. 

1899,  revised  to  the  End  of  March. 

"  A  most  admirable  chart.     In  fact  it  is  '  The  Statesman's  Year  Book '  in  a  nutshell." — 
Westminster  Gazette. 


BARCLAY,  ROBERT. 

The  Disturbance  in  the  Standard  of  Value.       Second  and 
enlarged  Edition.     Price  2s. 


BATY,  T. 

First  Elements  of  Legal  Procedure.     Price  35.  6(L  net. 

BEEMAN,  G.  B.,  and  FREDC.  C.  MATHIESON  AND  SONS. 

Australian  Mining   Manual:    a  Handy  Guide    to    the    West 
Australian  Market.     Price  4s.  net. 

"  Its  shape  and  aexibility  fit  it  for  the  side  pocket,  and  the  information  it  contains  seems 
to  be  all  that  can  be  desired."— Daj/)-  Chronicle. 
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BEAURE,  Prof.  A. 

Manuel  pratique  de  la  Correspondance  et  des  operations  de 
Commerce.     (Part  I.)     Price  Is.  6d.  net, 

Partie  appliquee,  avec  traite  pratique  des  Operations  de 
Bourse.     (Part  II.)     35.  3d.  net. 

Theorie  et  Pratique  de  la  Monnaie.  Tome  premier,  Traite 
Theorique  de  la  Monnaie  et  Statistique  des  Metaux  Precieux. 
Price  35.  6d.  net. 

Histoire  de  la  Politique  Monetaire  Statistique  des  Frappes  et 
Mouvement  des  Metaux  Pr^ieux  dans  ies  principaux  pays. 
Tome  II.     Price  55.  net. 


BIRKS,  H.  W. 

Half-yearly  Comparative  Analysis  of  the  Balance  Sheets  of 
London  Joint  Stock  and  Private  Banks.  February  and  August. 
Sheets,  I5.     Bound  leather,  price  55. 

Investment  Ledger.  Designed  for  the  use  of  Investors. 
Bound  in  leather.     Price  3s.  6d. 


BLACKWELL,  P.  T.,  BJL. 

The  Law  relating  to  Factors :  Mercantile  Agents  who  sell  and 
buy  goods  on  commission,  and  who  have  goods  entrusted  to  their 
care,  including  the  Factors  Act,  1889,  and  the  repealed  Factors 
Acts.     Price  05.  net. 

**  It  is  a  handy  wo^  and  brin^  die  law  on  tins  sabject  within  a  moderate  csmposi."— 
Lav  Tima. 


BOOTH,  A.  A.,  and  M.  A.  GRAINGER. 

Diagram  for  calculating  the   yield   on  Redeemable  Stocks. 
Price  10s.  &/.  net. 

By  means  of  a  small  ruler  and  a  table  of  lines  the  true  yield  on  a 
bond  or  stock  purchased  at  a  given  price,  which  is  redeemable  either 
at  or  above  par.  can  be  obtained  at  once  without  calculation  of  any 
kind. 


BORLASE,  W.  C,  M.A. 

Tin  Mining  in  Spain,  Past  and  Present.     Price  2s.  Qd. 
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BOSANQUET,  BERNARD!. 

Universal  Simple  Interest  Tables,  showing  the  Interest  of 
any  sum  for  any  number  of  days  at  100  different  rates,  from  J  to 
12^  per  cent,  inclusive ;  also  the  Interest  of  any  sum  for  one  day 
at  each  of  the  above  rates,  by  single  pounds  up  to  one  hundred, 
by  hundreds  up  to  forty  thousand,  and  thence  by  longer  intervals 
up  to  fifty  million  pounds.     8vo,  pp.  480.     Price  21s.  cloth. 


BOURNE»S  INSURANCE  PUBLICATIONS. 

Directory.     Cloth,  price  5s. ;  post  free,  5s.  6d.     (Annual.) 

Handy  Assurance  Manual.  In  Card  cover,  li".,  by  post,  Is.  2d.  ; 
in  Cloth  cover,  \s.  6d.,  by  post.  Is.  8d. ;  in  Pocket-book,  with 
convenient  pocket,  25.  6d.,  by  post,  25.  8d.     (Annual.) 

Guides.     (Monthly.) 

January — The  Handy  Assurance  Guide — Seventeenth  Year. 
February — Annual  Bonuses.  March — Expense  Ratios  of  Life 
Offices.  April — The  Handy  Assurance  Guide.  May — New  Life 
Business  and  its  Cost.  June — The  Handy  Fire  Insurance 
Guide.  July — The  Handy  Assurance  Guide.  August — Valuation 
Summaries.  September — Expense  Ratios  of  Life  Offices. 
October — The  Handy  Assurance  Guide.  November — New  Life 
Business  and  its  Cost.     December — Premium  Rates. 

They  are  clearly  printed  on  cards  folding  to  5  in.  by  3  in.,  and 
giving  in  a  singularly  compact  and  convenient  form  the  latest 
statistics  of  all  the  Offices,  Price  3d.,  by  post,  3hl. ;  per  dozen, 
2s.  6d. ,  per  100,  I65.  8d. 

Insurance  Magazine.  Edited  by  William  Schooling. 
Monthly.      Subscription,  7s,  per  annum,  post  free. 


BROWNLEE'S    HANDBOOK    OF     BRITISH     COLUMBIAN 
MINING   LAWS. 

For  Miners  and  Prospectors.     Price  Is.  net. 

BURGON,  JOHN  WILLIAM. 

Life  and  Times  of  Sir  T.  Gresham.  Including  notices  of 
many  of  his  contemporaries.  In  two  handsome  large  octavo 
volumes,  embellished  with  a  fine  Portrait,  and  twenty-nine  other 
Engravings.    Published  at  305.    Offered  at  the  reduced  price  of  10s. 

CARISS,  ASTRUP. 

Book-keeping  by  Double  Entry :  explaining  the  Science  and 
Teaching  the  Art.     Second  Edition.     Price  65. 
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CASTELLI,  C. 

Theory  of  **  Options"  in  Stocks  and  Shares.      Price  2^.  net. 

CHAMIER,  DANIEL. 

Law  relating  to  Literary  Copyright  and  the  Authorship  and 
Publication  of  Books.     Price  55.  net. 

"  The  work  may  be  conscientiously  recommended  for  anyone  requiring  a  cheap  and  trust- 
worthy guide." — Athenceum. 

CLARE,  GEORGE. 

A  Money  Market  Primer  and  Key  to  the  Exchanges.  Second 
Edition,  revised.  Recommended  by  the  Council  of  the  Institute 
of  Bankers.     With  Eighteen  Full-page  Diagrams.     Price  55. 

COBB,  ARTHUR  STANLEY. 

Threadneedle  Street,  a  reply  to  "  Lombard  Street,"  and  an 
alternative  proposal  to  the  One  Pound  Note  Scheme  sketched  by 
Mr.  Goschen  at  Leeds.     Price  55. 

Mr.  Goschen  said  at  the  London  Chamber  of  Commerce,  "  Mr. 
Stanley  Cobb  proposes  an  alternative  to  my  plan,  and  I  recom- 
mended the  choice  between  the  two". 

CORDINGLEY,  W.  G. 

Dictionary  of  Stock  Exchange  Terms.     Price  25.  Qd.  net. 
Guide  to  the  Stock  Exchange.     Price  25.  net. 

COUMBE,  E.  H.,  B.A.  (Lond.). 

A  Manual  of  Commercial  Correspondence.  Including  Hints 
on  Composition,  Explanations  of  Business  Terms,  and  a  large 
number  of  Specimen  Letters  as  actually  in  current  use,  together 
with  Information  on  the  General  Commercial  Subjects  treated 
in  the  Correspondence.     Price  25.  Qd.  net. 

CROSBIE,  ANDREW,  and  WILLIAM  C.  LAW. 

Tables  for  the  Immediate  Conversion  of  Products  Into 
Interest,  at  Twenty-nine  Rates,  viz.  :  From  One  to  Eight  per  cent, 
inclusive,  proceeding  by  Quarter  Rates,  each  Rate  occupying  a 
single  opening.  Hundreds  of  Products  being  represented  by 
Units.     Third  Edition,  improved  and  enlarged.     Price  125.  Qd. 

CUMMINS,  CHARLES. 

2f  per  cent.  Interest  Tables  on  £1   to  £20,000  for  1  to  365 

days.     Price  5s.  net. 
Formation  of  the  Accounts  of  Limited  Liability  Companies. 

Price  55.  net. 

CUTHBERTSON,  CLIYE,  B.A. 

A  Sketch  of  the  Currency  Question.     Price  2s.  net. 

An  admirable  resume  of  the  controversy  between  monometallists  and  bimetallists." — 
Times. 
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DEL  MAR,  ALEX. 

History  of  the  Monetary  Systems  in  the  various  States. 
Price  15s.  net. 

List  of  Chapters. — I.  India  from  the  Earliest  Times.  II. 
Ancient  Persia.  III.  Hebrew  Moneys.  IV.  Ancient  Greece. 
V.  Rome  B.C.  369  to  a.d.  1204.  VI.  The  Sacred  Character  of 
Gold.  VII.  Pounds,  Shillings  and  Pence.  VIII.  Gothic  Moneys. 
IX.  Moslem  Moneys  a.d.  622-1492.  X.  Early  English  Moneys. 
XI.  Moneys  of  the  Heptarchy.  XII.  Anglo-Norman  Moneys. 
XIII.  Early  Plantagenet  Moneys.  XIV.  Later  Plantagenet 
Moneys.  XV.  The  Coining  Prerogative.  XVI.  Saxony  and 
Scandinavia  to  Date.  XVII.  The  Netherlands  to  Date.  XVIIL 
Germany  to  Date.  XIX.  Argentine  Confederation  to  Date.  XX. 
Private  Coinage. 

The  Science  of  Money.  Second  revised  Edition.  Demy  8vo, 
price  6s.  net. 

Chapters  on — Exchange.  Value  as  a  Numerical  Relation. 
Price:  Money  is  a  Mechanism.  Constituents  of  a  xMonetary 
Mechanism.  History  of  Monetary  Mechanisms.  The  Law  of 
Money.  The  Unit  of  Money  is  all  Money.  Money  contrasted 
with  other  Measures.  Limitation  is  the  Essence  of  Moneys. 
Limitation  :  a  Prerogative  of  the  State.  Universal  Money  a 
Chimera.  Causes  and  analysis  of  a  Rate  of  Interest.  Velocity 
of  Circulation.  Relation  of  Money  to  Prices.  Increasing  and 
Diminishing  Moneys.  Effects  of  Expansion  and  Contraction. 
The  Procession  of  Prices.  Revulsions  of  Prices.  Regulation  of 
Moneys. 

DE  SEGUNDO,  E. 

The  Rapid  Share  Calculator.  For  Calculating  Jths,  yVths, 
and  aVnds.     Price  IO5.  6d.  net. 

■"  An  ingenious  mechanical  contrivance  for  easily  calculating  fractional  values."— Standard 

DONALD,  T. 

Accounts  of  Gold  Mining  and  Exploration  Companies.  With 
Instructions  and  Forms  for  rendering  the  same  to  Head  Office. 
Second  and  Enlarged  Edition.     Price  35.  6d.  net. 

DUNCAN,  W.  W. 

Profits  versus  Dividends  on  the  Stock  Exchange.  Price 
25.  6^.   net. 

EASTON,  H.  T. 

Banks  and  Banking.     Price  3s.  Qd. 

"  The  work  shows  that  he  has   studied   the   subject  with   attention,  and  it  also   gives 
evidence  of  a  practical  knowledge  of  the  sub]ect."—AthencEum. 

The  Work  of  a  Bank.     Price  2^. 

ELLIS,  ARTHUR. 

Rationale   of   Market    Fluctuations.     Third    Edition.     Price 

75.  Qd. 
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ELLISON,  THOMAS. 

Cotton  Trade  of  Great  Britain.  Including  a  History  of  the 
Liverpool  Cotton  Market  and  the  Liverpool  Cotton  Brokers 
Association.     Price  155. 

EMERY,  G.  F.,  LL.M. 

Handy  Guide  to  Patent  Law  and  Practice.     Price  6s.  net. 

"  Clearly  and  concisely  written,  and  seems  to  contain  all  information  that  is  oi  practical 
value." — Laii'  Times. 

A  Treatise  on  Company  Law,  under  the  Acts  1862-1900. 
Price  2l5. 

ENNIS,    GEORGE,   and   ENNIS,   GEORGE    FRANCIS   MAC- 
DANIEL. 

The  Registration  of  Transfers  of  Transferable  Stocks,  Shares, 
and  Securities ;  with  a  chapter  on  the  Forged  Transfers  Act,  and 
an  Appendix  of  Forms.     Price  75.  6d. 

EVANS,  L.  WORTHINGTON,  Solicitor,  Mackrell  Prizeman, 
etc. 

Notes  on  the  Companies  Act,  1900,  with  Forms.     Price  4s. 

FENN. 

Fenn  on  the  Funds.  Containing  Details  and  Histories  of  the 
Debts,  Budgets  and  Foreign  Trade  of  all  Nations,  together  with 
Statistics  elucidating  the  Financial  and  Economic  Progress  and 
Position  of  the  various  Countries.  Sixteenth  Edition,  thoroughly 
Revised.    Price  \5s.    Edited  by  S.  F.  Van  Oss  and  H.  H.  Bassett. 

"  That  classical  work." — Athenceum. 

"  The  careful  revision  has  given  a  fresh  lease  of  life  to  this  useful  occupant  of  the 
financier's  and  publicist's  shelves." — Daily  Graphic. 

"  That  authoritative  book  of  reference." — Daily  News. 

GABBOTT,  E.  R. 

How  to  Invest  in  Mines :  a  Review  of  the  Mine,  the 
Company  and  the  Market.     Price  25.  Qd.  net. 

GARRATT,  JOHN. 

Exchange  Tables,  to  convert  the  Moneys  of  Brazil,  the  River 
Plate  Ports,  Chili,  Peru,  Ecuador,  Californian,  China,  Portugal, 
Spain,  etc.  (Milreis  and  Reis,  Dollars  and  Cents),  Pesetas  and 
Centimes,  into  British  Currency,  and  vice  versa,  varying  by 
eighths  of  a   penny.       Price   IO5.  6^. 

GASKELL,  W.  H. 

Silver  Tables,  showing  relative  equivalents  of  Bar  Silver  in 
London  and  New  York.  Vol.  I. — From  47  cents  to  67  cents: 
Vol.  II. — From  67  cents  to  87  cents,  U.S.  Currency;  ascending 
by  l/8th,  at  Exchange  of  $4.80  to  $4.90  per  £  sterling,  ascending 
by  l/4th  of  a  cent.  Price  155.,  2  vols. ;  or  if  sold  separately,  price 
IO5.  each. 

GIBBS,  Hon.  HERBERT. 

A  Bimetallic  Primer.     Third  Edition,  revised.     Price  Ir  net. 

GILBERT. 

Interest  and  Contango  Tables.     Price  10.f.  net» 
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GOLDMANN.    CHARLES    SYDNEY,    F.R.G.S.,   with   the   co- 
operation  of  JOSEPH  KITCHIN. 

South  African  Mines:  giving  the  Position,  Results  and 
Developments  of  all  South  African  Mines ;  together  with  an 
Account  of  Diamond,  Land,  Finance  and  kindred  concerns.  In 
three  volumes. 

Vol.  I. — Devoted  to  detailed  Descriptions  of  all  Witwatersrand 
Mining  Companies,  containing  about  500  pages. 

Vol.  II. — Dealing  with  Mining  Companies  other  than  Rand, 
together  with  Rhodesian,  Diamond,  Finance,  Investment,  Land, 
and  Miscellaneous  Companies.     It  contains  about  220  pages. 

Vol.  III. — 100  Maps  and  Plans  of  Mining  Properties,  including 
a  large  Scale  Map  of  the  Rand  in  seventeen  sections,  together 
with  dip,  tonnage  and  other  charts. 
Price  (net)  £3  3s. 

The  Financial,  Statistical  and  General  History  of  the  Gold 
and  other  Companies  of  Witwatersrand,  South  Africa.  Price 
12s.  6d.  net. 

GOSCHEN,  the  Right  Hon.  Viscount. 

Theory  of  Foreign  Exchanges.  Ninth  Thousand.  8vo. 
Price  6s. 

GUMERSALL. 

Tables  of  Interest,  etc.  Interest  and  Discount  Tables, 
computed  at  2^,  3,  3^,  4,  4^  and  5  per  cent.,  from  1  to  365  days 
and  from  £1  to  £20,000;  so  that  the  Interest  or  Discount  on  any 
sum,  for  any  number  of  days,  at  any  of  the  above  rates,  may  be 
obtained  by  the  inspection  of  one  page  only. 

Nineteenth  Edition,  in  1  vol.,  8vo  (pp.  500),  price  10s.  6d.,  cloth, 
or  strongly  bound  in  calf,  with  the  Rates  per  cent,  cut  in  at  the 
fore-edge,  price  16s.  6d. 

HALL,  R.  J. 

Registered  System  for  the  Consignment  of  Merchandise  by 
Rail.     Price  3s.  6d.  net. 

HAM'S 

Customs  Year-Book.  A  new  List  of  Imports  and  Exports, 
with  Appendix  and  a  brief  Account  of  the  Ports  and  Harbours  of 
the  United  Kingdom.  Published  Annually.  Price  3s. ;  with 
Warehousing  Supplement,  4s.  6d.  net. 

Inland  Revenue  Year-Book.  The  recognised  book  of  Lega 
Reference  for  the  Revenue  Departments.  Published  Annually. 
Price  3s. ;  with  Warehousing  Supplement,  4s.  6d.  net. 

HAM,  PANTON. 

Universal  Interest  Table.  For  Calculating  Interest  at  any 
Rate  on  the  Moneys  of  all  Countries.     Price  2s.  6^/.  net. 

HARLOW. 

Examination  Questions  in  Book-keeping.     Price  2s.  6d. 
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HAUPT,  OTTOMAR. 

Arbitrages  et  Parites.  Traite  des  Operations  de  Banque, 
contenant  les  usages  commerciaux,  la  theorie  des  changes  et 
monnaies,  et  la  statistique  monetaire  de  tous  les  pays  du  globe. 
Huitieme  edition.     Price  12s.  6d.  net. 

The  Monetary  Question  in  1892.     Price  5s. 

HENSELIN,  ADOLF. 

Ready  Reckoner  by  which  multiplication  of  factors  from 
1  X  1  to  999  X  999  can  be  seen  at  a  glance,  and  those  of  still  larger 
numbers  can  be  effected  with  the  utmost  rapidity.  By  these 
tables  the  division  of  any  one  number  by  another  can  also  be 
done.  Together  with  Calculating  Tables  for  circles.  Price 
85.  net. 

HIBBERT,  W.  NEMBHARD,  LL.D. 

The  Law  relating  to  Company  Promoters.     Price  55. 

HIGGINS,  LEONARD  R. 

The  Put-and-Call.     Price  3.f.  6d.  net. 

HIGGINSON,  CHARLES  J. 

Food  and  Drugs  Adulteration :  A  Manual  for  Traders  and 
Others.  Being  a  Consolidation  of  the  Sale  of  Food  and  Drugs 
Act,  1875;  Sale  of  Food  and  Drugs  Amendment  Act,  1879; 
Margarine  Act,  1887;  Sale  of  Food  and  Drugs  Act,  1899.  Price 
25.  6(/.  net. 

HOUGHTON'S 

Mercantile  Tables  for  Ascertaining  the  Value  of  Goods  by 
the  Pound,  Hundredweight,  or  Ton.  Each  Table  extending  from 
1  Pound  to  4,000  cwt.     Price  2l5. 

HOWARTH,  WM. 

Our  Clearing  Banking  System  and  Clearing  Houses.  Third 
and  Enlarged  Edition.     Price  35.  6d.  net. 

HUGHES,  T.  M.  P. 

Investors'  Tables  for  ascertaining  the  true  return  of  Interest 
on  Investments  in  either  Permanent  or  Redeemable  Stocks  or 
Bonds,  at  any  rate  per  cent.,  and  Prices  from  75  to  140.  Price 
65.^6^.  net. 

HUTCHISON,  JOHN. 

Practice  of  Banking ;  embracing  the  Cases  at  Law  and  in 
Equity  bearing  upon  all  Branches  of  the  Subject.  Volumes  II. 
and  III.     Price  2l5.  each.     Vol.  IV.     Price  155. 
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INGRAM. 

Improved  Calculator,  showing  instantly  the  Value  of  any 
Quantity  from  One-sixteenth  of  a  Yard  or  Pound  to  Five 
Hundred  Yards  or  Pounds,  at  from  One  Farthing  to  Twenty 
Shillings  per  Yard  or  Pound.     Price  Is.  Qd. 

JOHNSON,  GEORGE,  F.S.S.,  A.I.S. 

Mercantile  Practice.  Deals  with  Account  Sales,  Shipping, 
Exchanges,  Notes  on  Auditing  and  Book-keeping,  etc.  Price 
25.  Qd.  net. 

JONES,  CHARLES. 

The  Solicitor's  Clerk :  the  Ordinary  Practical  Work  of  a 
Solicitor's  Office.      Sixth  Edition.      Price  25.  Qd.  net. 

Companion  to  the  Solicitor's  Clerk.  A  continuation  of  the 
"  Solicitor's  Clerk,"  embracing  Magisterial  and  Criminal  Law, 
Licensing,  Bankruptcy  Accounts,  Book-keeping,  Trust  Accounts, 
etc.     New  Edition.     Price  2s.  Qd.  net. 

The  Business  Man's  County  Court  Guide.  A  Practical 
Manual,  especially  with  reference  to  the  recovery  of  Trade 
Debts.     Second  and  Revised  Edition.     Price  25.  Qd.  net. 

Book  of  Practical  Forms  for  Use  in  Solicitors'  Offices.  Con- 
taining over  400  Forms  and  Precedents  in  the  Queen's  Bench^ 
Division  and  the  County  Court.     Price  55.  net. 

"  Cannot  fail  to  be  useful  in  any  Solicitor's  office." — Solicitor's  Journal. 

JONES,  W.  HUGH. 

A  Guide  to  the  Liquor  Licensing  Acts.     Price  25.  6r/.  net. 

JOURNAL  OF  THE  INSTITUTE  OF  BANKERS. 

Monthly,  \s.  Qd. 

JUDICIAL  TRUSTEES  ACT,  1896, 

And  the  Rules  made  thereunder.  By  A  Solicitor.  Price- 
25.  Qd.  net. 

KELLY  and  WALSH. 

Dollars  or  Taels  and  Sterling  Exchange  Tables.  Compiled  to 
facilitate  Exchange  Calculations  at  the  finer  rates  at  which 
Eastern  business  is  now  done.  At  different  rates  from  I5.  Qd.  to 
35.  Ad.,  advancing  by  Sixteenths  of  a  Penny.     Price  IO5.  Qd.  net. 

KERR,  A.  W.,  F.S.A.  (Scot). 

Scottish  Banking  during  the  Period  of  Published  Accounts,. 
1865-1896.     55. 

"A  thoroughly  readable  and  instructive  •worV."— Banking  World. 
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KdLKENBECK,  ALFRED. 

Rates  of  Stamp  Duties  on  Bills  of  Exchange  all  over  the 
World.     Price  Is.  net. 

LAWYERS  AND  THEIR  CLIENTS. 

Price  2s.  net. 

LECOFFRE,  A. 

Tables  of  Exchange  between  France,  Belgium,  Switzerland 
and  Great  Britain ;  being  French  Money  reduced  into  English 
from  25  francs  to  26  francs  per  pound  sterling,  in  Rates  each 
advancing  by  a  quarter  of  a  centime,  showing  the  value  from  one 
franc  to  one  million  of  francs  in  English  Money.     2l5.  net. 

Tables  of  Exchange  between  Germany  and  Great  Britain, 
being  German  money  reduced  into  English  20  marks  30,  to  20 
marks  70  per  pound  sterling.     Price  155.  net. 

Tables  of  Exchange  between  Austria,  Holland  and  Great 
Britain.     Price  155.  net. 

Tables  of  Exchange  between  United  States  of  America  and 
Great  Britain  and  vice  versa,  from  $4.75  to  $4.95  per  £,  in  rates 
advancing  by  1/16  of  a  cent,  and  by  1/32  of  a  penny.    Price  255.  net. 

Universal  Interest  Tables  at  5  per  cent,  on  sums  from  £1  to 
£100,000 ;  also  at  5  per  cent,  the  Interest  from  1  to  100,  and  their 
multiples  by  10,  100,  1000  and  10,000  on  any  Foreign  Money. 
Price  2l5.  net. 

LEWIS,  WILLIAM. 

Tables  for  finding  the  Number  of  Days,  from  one  day  to  any 
other  day  in  the  same  or  the  following  year.     Price  125.  6d. 

LITHIBY,  JOHN. 

The  Law  of  District  and  Parish  Councils.  Being  the  Local 
Government  Act,  1894,  w^ith  an  Appendix  containing  Numerous 
Statutes  referred  to  in,  or  incorporated  with,  the  Act  itself;  in- 
cluding the  Agricultural  Gangs  Act,  the  Agricultural  Holdings 
Act,  the  Allotments  Acts,  Baths  and  Washhouses  Acts,  Burial 
Acts,  Fairs  Acts,  Infant  Life  Protection  Act,  Knackers  Acts, 
^Lighting  and  Watching  Act,  Public  Improvements  Act,  Public 
Libraries  Acts,  and  numerous  Extracts  from  the  Public  Health 
Act,  1875,  and  other  Statutes.  Also  the  Orders  and  Circulars  of 
the  Local  Government  Board,  together  with  copious  Notes  and 
a  full  Index.  Second  Edition,  revised  and  enlarged.  Demy  8vo, 
659  pages.     Price  155. 

LOYD,  A.  C. 

Four  Lectures  on  Bills  of  Exchange.  Introductory  to  the 
Codifying  Act,  1882,  with  Text  of  the  Act.     Price  35.  6^. 

LYNCH,  H.  F. 

Redress  by  Arbitration ;  being  a  Digest  of  the  Law  relating 
to  Arbitration  and  Award,    Third  and  Revised  Edition.    Price  55. 

MACFEE,  K.  N.,  M.A. 

Imperial  Customs  Union.  A  practical  Scheme  of  Fiscal 
Union  for  the  purposes  of  Defence  and  Preferential  Trade,  from 
a  Colonist's  Standpoint.     Price,  cloth,  25.  6d. ;  paper,  I5.  6d. 
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McEWEN'S 

Bankruptcy  Accounts.  How  to  prepare  a  Statement  of 
Affairs  in  Bankruptcy.  A  Guide  to  Solicitors  and  others.  Price 
25.  6d. 

MARRACK,  RICHARD,  M.A. 

The  Statutory  Trust  Investment  Guide.  The  particulars  as^ 
to  Investments  eligible,  compiled  and  arranged  by  Fredc.  C. 
Mathieson  and  Sons.  Second  Edition,  revised  and  enlarged. 
Price  65.  net. 

"We  think  the  authors  have  executed  their  task  well,  and  that  their  book  will  be  found 
useful.  We  have  often  thought  that  a  lawyer  and  a  practical  man  writing  in  concert  might 
produce  a  very  excellent  book." — Law  Quarterly  Review. 

MATHIESON,  FREDC.  C,  &  SONS. 

Monthly  Traffic  Tables ;  showing  Traffic  to  date  and  giving, 
as  comparison,  the  adjusted  Traffics  of  the  corresponding  date  in* 
the  previous  year.     Price  6<^/.,  by  post  Ici.  Monthly. 

American  Traffic  Tables.     Monthly.     Price  6d.,  by  post,  7^. 

Highest  and  Lowest   Prices,  and  Dividends  paid  during  the 

past  six  years.     Annually.     Price  25.  6d. 
Provincial    Highest    and    Lowest    Prices  as  quoted   on    the 

following  Stock  Exchanges  :    Birmingham,  Dublin,  Edinburgh,. 

Glasgow,  Leeds,  Liverpool,  Manchester  and  Sheffield.    Annually. 

Price  2s.  6d. 
Six  Months'    Prices  and    Dates.       Uniform   with    "  Highest 

and  Lowest  Prices".     Annually,  in  July.     Price  2s.  6d. 
Handbook  for   Investors.       A  Pocket  Record  of  Stock  Ex~ 

change    Prices   and    Dividends   for   the   past   ten    years   of  the 

Fluctuating  Securities.     Price  2s.  6d.  net. 

Investor's    Handbook    of    Railway    Statistics,     1881-1901. 

Annually.     Price  Is. 
Investor's  Ledger.     Price  3j-.  6d.  net. 
Monthly  Mining  Handbook.     Price  Is.  net. 

Redeemable  Investment  Tables.  Calculations  checked  and 
extended.     By  A.  Skene  Smith.     Price  15s.  net. 

MAUDE,  WILLIAM  C,  Barrister-at-Law. 

Property  Law  for  General  Readers.     Price  3^.  6d. 

MAY,  J.  R. 

Institute  of  Bankers'  Examinations.  Examination  Questions 
in  Arithmetic  and  Algebra  for  Nineteen  Years,  1680-1898,  with 
Answers.     Two  Parts,  Preliminary  and  Final.     Is.  6rf.  each. 

MELIOT'S 

English  and  French  Explanatory  Dictionary  of  Terms  and 
Phrases  relating  to  Finance,  the  Stock  Exchange,  Joint-Stock 
Companies  and  Gold  Mining.      Price  5s.  net.^    —  - 


11   Royal  Exchange,  London.  21 


MELSHEIMER  and  GARDNER. 

Law  and  Customs  of  the  London  Stock  Exchange.  Third 
Edition.     Price  Is.  Qd. 

MERGES,  F.  A.  D. 

Indian  Exchange  Tables.  A  New  Edition,  showing  the 
Conversion  of  English  Money  into  Indian  Currency,  and  vice 
versa,  calculated  for  every  Thirty-second  of  a  Penny;  from  Is.  to 
l5.  Qd.,  price  155.  net. ;  Supplements  1/  to  1/  31/32  55. ;  1/1  to 
1/1  31/32  55.  net. 

Indian  Interest  Tables,  from  1  to  15  per  cent,  per  annum  of 
360  and  365  days  ;  also  Commission,  Discount  and  Brokerage 
from  1  anna  to  15  per  cent.     Price  85.  net. 

Indian  Ready  Reckoner.  Containing  Tables  of  Rates  by 
Number,  Quantity,  Weight,  etc.,  including  fractions  of  a  Maund, 
at  any  rate  from  ^  Pie  to  250  Rs.  ;  also  Tables  of  Income,  Ex- 
change (I5.  2d.  to  I5.  8^.),  Interest  and  Commission.  Sixth 
Edition.     Price  365.  net. 

MILFORD,  PHILIP. 

Pocket  Dictionary  of  Mining  Terms.  Third  Edition,  revised. 
Price  I5. 

NORMAN,  F.  S.  C. 

Tables  of  Commission  and  Due  Dates.     Price  25.  net. 

NORMAN,  J.  H. 

Universal  Cambist.  A  Ready  Reckoner  of  the  World's 
Foreign  and  Colonial  Exchanges  of  Seven  Monetary  and  Cur- 
rency Intermediaries,  also  the  Present  Mechanism  of  the  Inter- 
changes of  Things  between  Man  and  Man  and  between  Community 
and  Community.     Price  125.  Qd.  net. 

PALGRAYE,  R.  H.  INGLIS. 

Bank  Rate  in  England,  France  and  Germany,  1844-1878,  with 
remarks  on  the  causes  which  influence  the  rate  of  interest 
charged,  and  an  analysis  of  the  accounts  of  the  Bank  of  England. 
Price  IO5.  Qd. 

PAGET,  Sir  JOHN  R.,  Bart.,  Barrister. 

Legal  Decisions  Affecting  Bankers.  Edited  and  Annotated 
by.  Issued  under  the  sanction  of  the  Council  of  the  Institution 
of  Bankers.     Price  65.  net. 

PETHERICK,  EDWARD  A. 

Australia  in  1897.  The  Country  and  its  Resources,  Popu- 
lation, Public  Works  and  Finances.  With  Two  Maps.  Second 
Edition.     Paper,  I5.  Qd. ;  cloth,  25.  Qd. 
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PHILLIPS,  MABERLY. 

A  History  of  Banks,  Bankers  and  Banking  in  North- 
umberland, Durham  and  North  Yorkshire,  illustrating  the  com- 
mercial development  of  the  North  of  England  from  1755  to  1894. 
With  numerous  Portraits,  Fac-similes  of  Notes,  Signatures, 
Documents,  etc.     Price  3\s.  6d. 

Token  Money  of  the  Bank  of  England,  1797-1816.  Price 
25.  6d.  net. 

PITT-LEWIS,  G.,  K.C. 

A  Handbook  of  River  Law  on  the  Thames.  Being  a  Collec- 
tion of  the  Acts,  Orders  and  Regulations  of  General  Public 
Interest  of  the  various  Public  Bodies  bearing  Government  upon 
itj  for  Persons  visiting  the  Port  of  London  and  all  using  the 
River  for  Profit  or  Pleasure.     Price  15s.  net. 

POCOCK,  W.  A.,  Esq.,  Barrister-at-Law. 

An  Epitome  of  the  Practice  of  the  Chancery  and  King's 
Bench  Divisions  of  the  High  Court  of  Justice.     Price  25.  6d.  net. 

POOR,  H.  Y.  &  H.  W. 

Manual  of  the  Railroads  of  the  United  States,  and  other 
Investment  Securities. 

Statements  showing  the  Financial  Condition,  etc.,  of  the 
United  States,  and  of  all  leading  Industrial  Enterprises. 

Statements  showing  the  Mileage,  Stocks,  Bonds,  Cost,  Traffic 
Earnings,  Expenses  and  Organisations  of  the  Railroads  of  the 
United  States,  with  a  Sketch  of  their  Rise,  Progress,  Influence 
etc.  Together  with  70  Maps  and  an  Appendix,  containing  a  full 
Analysis  of  the  Debts  of  the  United  States  and  of  the  several 
States,  published  Annually.     Price  45s,  net. 

The  Money  Question.  A  Handbook  for  the  Times.  Price 
65.  net. 

PROBYN,  L.  C. 

Indian  Coinage  and  Currency.     Price  45. 
QUESTIONS  ON  BANKING  PRACTICE. 

Revised  by,  and  issued  under  the  sanction  of,  the  Council  of  the 
Institute  of  Bankers.     Fifth  and  Revised  Edition.     Price  65. 

RAIKES,  F.  W.  (His  Honour  Judge),  K.C.,  LL.D. 

The  Maritime  Codes  of  Spain  and  Portugal.    Price  7s.  6d.  net. 

"  Dr.  Raikes  is  known  as  a  profound  student  of  maritime  jurisprudence,  and  he  has  been 
■able  to  use  his  knowledge  in  a  number  of  notes,  in  which  the  law  of  England  and  of  other 
countries  is  compared  with  that  of  the  Iberian  Peninsula."— Law  Journal. 

Maritime  Codes  of  Holland  and  Belgium.  Price  IO5.  6d. 
net. 

Maritime  Codes  of  Italy.     Price  125.  6d.  net. 

EICHTER,  HENRY. 

The  Corn  Trade  Invoice  Clerk.     Price  Is.  net. 
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ROBINSON. 

Share  and  Stock  Tables ;  comprising  a  set  of  Tables  for 
Calculating  the  Cost  of  any  number  of  Shares,  at  any  price  from 
l-16th  of  a  pound  sterling,  or  I5.  3^.  per  share,  to  £310  per  share 
in  value ;  and  from  1  to  500  shares,  or  from  £100  to  £50,000  stock. 
Seventh  Edition,  price  55. 

ROYLE,  WILLIAM. 

Laws  relating  to  English  and  Foreign  Funds,  Shares  and 
Securities.  The  Stock  Exchange,  its  usages,  and  the  Rights  of 
Vendors  and  Purchasers.     Price  6s. 

RUSSELL,  H.  A.  H. 

The  Mount  Lyell  Mining  Manual,  1900.  With  Plan.  Price 
25.  6^.  net. 

RUSSELL,  RICHARD. 

Company  Frauds  Abolition.  Suggested  by  a  review  of  the 
Company  Law  for  more  than  half-a-century.     Price  Is.  6d. 

RUTTER,  HENRY. 

General  Interest  Tables  for  Dollars,  Francs,  Milreis,  etc.^ 
adapted  to  both  the  English  and  Indian  Currency,  at  rates- 
varying  from  1  to  12  per  cent,  on  the  Decimal  System.  Price 
10s.  6d. 

SAWYER,  JOHN. 

Practical  Book-keeping.  Suitable  for  all  Businesses.  Price 
25.  6d. 

SCHULTZ.  .  '^ 

Universal  American  Dollar  Exchange  Tables,  Epitome  of 
Rates  from  $4.80  to  $4.90  per  £,  and  from  3s.  lOd.  to  45.  6d.  per  $,. 
with  an  Introductory  Chapter  on  the  Coinages  and  Exchanges  of" 
the  World.     Price  10s.  6d. 

Universal  Dollar  Tables.  Complete  United  States  Edition., 
Covering  all  Exchanges  between  the  United  States  and  Great 
Britain,  France,  Belgium,  Switzerland,  Italy,  Spain  and  Germany. 
Price  2I5. 

Universal  Interest  and  General  Percentage  Tables  on  any 
given  amount  in  any  Currency.     Price  75.  6^^. 

English-German  Exchange  Tables,  from  20  marks  to  21  per 
£  by  -025  mark  per  £,  progressively.     Price  5s. 

SENHOUSE,  R.  MINTON-,  and  G.  F.  EMERY,  Barristers. 

Accidents  to  Workmen.  Being  a  Treatise  on  the  Employers' 
Liability  Act,  1880;  Lord  Campbell's  Act,  and  the  Workmen's 
Compensation  Act,  1898.     Demy  8vo,  cloth.     Price  15s. 

Case  Law  of  the  Workmen's  Compensation  Act,  1897.     New 
and  Enlarged  Edition.     3s.  6d. 
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SHEARMAN,  MONTAGUE,  and  THOS.  W.  HAYCRAFT. 

London  Chamber  of  Arbitration.  A  Guide  to  the  Law  and 
Practice,  with  Rules  and  Forms.     Second  Edition.     Price  25.  6d. 

SHEFFIELD,  GEORGE. 

Simplex  System  of  Solicitors'  Book-keeping.  Price  35.  6d. 
net. 

SIMONSON,  PAUL  F.,  M.A.  (Oxon.). 

A  Treatise  on  the  Law  Relating  to  Debentures  and  Debenture 
Stock,  issued  by  Trading  and  Public  Companies  and  by  Local 
Authorities,  with  forms  and  precedents.  521  pp.,  royal  8vo. 
Second  Edition.     Price  2l5. 

"  Exhaustive  in  its  treatment." — Times. 

"Comprehensive,  well-planned  and  reliable." — Law  Journal. 

The  Companies  Act,  1900,  with  Commentaries  and  Forms 
prescribed  by  the  Board  of  Trade.     Second  Edition.     Price  55. 

SMITH,  A.  SKENE. 

Compound  Interest :  as  exemplified  in  the  Calculation  of 
Annuities,  immediate  and  deferred.  Present  Values  and  Amounts, 
Insurance  Premiums,  Repayment  of  Loans,  Capitalisation  of 
Rentals  and  Incomes,  etc.      Price  1^.  net. 

"It   is   written   with  a   business-like   explicitness,   and  cannot  fail  to  prove   useful." — 
Scotsman. 

SMITH,  JAMES  WALTER. 

The  Law  of  Banker  and  Customer.  New  and  Revised 
Edition.     Price  55. 

STEPHENS,  T.  A. 

A  Contribution  to  the  Bibliography  of  the  Bank  of  England. 
Price  105.  6d.  net. 

STEVENS,  W.  J.  • 

Home  Railways  as  Investments.  Second  Edition.  Price 
2s.  Gd.  net. 

"An  interesting  and  instructive  treatise." — Daily  Chronicle. 

STEWART,  F.  S. 

English  Weights  with  their  equivalents  in  Kilogrammes 
calculated  from  1  pound  to  1  ton  by  pounds,  and  from  1  ton  to 
100  tons  by  tons.  Compiled  expressly  for  the  use  of  Merchants 
and  Shipping  Agents  to  facilitate  the  making  out  the  documents 
for  Foreign  Custom  Houses.     Price  25.  6d.  net. 

STOCK  EXCHANGE  OFFICIAL  INTELLIGENCE  ; 

Being  a  carefully  compiled  precis  of  information  regarding  British* 
American  and  Foreign  Stocks,  Corporation,  Colonial  and  Govern- 
ment Securities,  Railways,  Banks,  Canals,  Docks,  Gas,  Insurance, 
Land,  Mines,  Shipping,  Telegraphs,  Tramways,  Water-works  and 
other  Companies.  Published  Annually  under  the  sanction  of  the 
Committee.     Price  505. 

STRONG,  W.  R. 

Short-Term  Table  for  apportioning  Interest,  Annuities 
Premiums,  etc.,  etc.     Price  I5. 
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STUTFIELD,     G.     HERBERT,     and     CAUTLEY,     HENRY 
STROTHER. 

Rules  and  Usages  of  the  Stock  Exchange.  Containing  the 
Text  of  the  Rules  and  an  Explanation  of  the  general  course  of 
business,  with  Practical  Notes  and  Comments.  Third  and 
Revised  Edition.     Price  65.  net. 

TATE. 

Modern  Cambist.  A  Manual  of  Foreign  Exchanges.  The 
Modern  Cambist ;  forming  a  Manual  of  Foreign  Exchanges  in  the 
various  operations  of  Bills  of  Exchange  and  Bullion,  according  to 
the  practice  of  all  Trading  Nations ;  with  Tables  of  Foreign 
Weights  and  Measures,  and  their  Equivalents  in  English  and 
French. 

"  A  work  of  great  excellence.  The  care  which  has  rendered  this  a  standard  work  is  still 
exercised,  to  cause  it  to  keep  pace,  from  time  to  time,  with  the  changes  in  the  monetary 
system  of  foreign  nations." — The  Times. 

Twenty-third  Edition,     By  Hermann  Schmidt.     Price  125. 

Counting  House  Guide  to  the  Higher  Branches  of  Com- 
mercial Calculation.     Price  7s.  Qd. 

TAYLER,  J. 

Red  Palmer.  A  Practical  Treatise  on  Fly  Pishing.  Fourth 
Edition.     Price  \s.  6d.  net. 

A  Guide  to  the  Business  of  Public  Meetings.  The  Duties 
and  Powers  of  Chairman,  with  the  modes  of  Procedure  and  Rules 
of  Debate.     Second  Edition.     Price  25.  6d.  net. 

The  Public  Man :  His  Duties,  Powers  and  Privileges,  and 
how  to  Exercise  them.     Price  3s.  6d.  net. 

THOMSON,  R.  T. 

The  Workmen's  Compensation  Act,  1897.  A  plea  for 
revision.     Price  25.  6d.  net, 

VAN  DE  LINDE,  GERARD. 

Book-keeping  and  other  Papers,  adopted  by  the  Institute 
of  Bankers  as  a  Text-book  for  use  in  connection  with  their 
Examinations.     New  and  Enlarged  Edition.     Price  65.  6d.  net. 

YAN  OSS,  S.  F. 

American  Railroads  and  British  Investors.     Price  3s.  &d.  net. 

Stock  Exchange  Values:  A  Decade  of  Finance,  1885-1895. 
Containing  Original  Chapters  with  Diagrams  and  Tables  giving 
Reviews  of  each  of  the  last  Ten  Years — Trade  Cycles — The 
Course  of  Trade,  1884  to  1894— Silver— New  Capital  Created, 
1884  to  1894— The  Money  Market,  1884  to  1894— Government 
and  Municipal  Securities — Colonial  Securities — Foreign  Govern- 
ment Securities — Home  Railway  Stocks — American  Railways 
— Foreign  and  Colonial  Railways  and  Miscellaneous  Securities. 
Together  with  Charts  showing  at  a  glance  prices  of  principal 
securities  for  past  ten  years,  and  Highest  and  Lowest  Prices 
year  by  year  (1885  to  1894  inclusive)  of  every  security  officially 
quoted  on  the  Stock  Exchange,  with  dates  and  extreme  fluctua- 
tions (extending  to  over  200  pages  of  Tables),  compiled  by  Fredc. 
C.  Mathieson  &  Sons.     Price  155.  net. 

"An  unusually  interesting  chronicle  of  financial  events  during  the  last  ten  years,  .  , 
We  have  not  anywhere  come  across  one  so  concise  and  yet  so  complete  "—Athtmsum. 
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WALLACH,  HENRY. 

West  African  Manual.  With  2  Sketch  Maps.  Fourth  Edition, 
Enlarged.     Price  45.  net. 

WALLIS,  E.  J. 

Thirty  Full-page  Illustrations  of  the  Royal  Botanic  Gardens, 
Kew,  from  Photographs  taken  by  Permission.     Price  2s.  Qd.  net. 

WARNER,  ROBERT. 

Stock  Exchange  Book-keeping.     Price  2s.  6d.  net. 

WARREN,  HENRY. 

Banks  and  their  Customers.  A  Practical  Guide  for  all  who 
keep  Banking  Accounts,  from  the  Customers'  point  of  view.  By 
the  Author  of  "The  Banks  and  the  Public".  Fourth  Edition. 
Price  l5.  net. 

WHADCOAT,  G.  C. 

His  Lordship's  Whim.     A  Novel.     Price  6s. 

WILEMAN,  J.  P.,  C.E. 

Brazilian  Exchange,  the  Study  of  an  Inconvertible  Currency. 
Price  55.  net. 

WILHELM,  JOHN. 

Comprehensive  Tables  of  Compound  Interest  (not  Decimals) 
on  £1,  £5,  £25,  £50,  £75  and  £100.  Showing  Accumulations  Year 
by  Year  for  Fifty  Years  at  Rates  of  Interest  from  1  (progressing  ^) 
to  5  per  cent.     Price  25.  6^.  net. 

WILKINSON,  T.  L.,  Solicitor. 

A  Chart  of  Ready  Reference  for  Office  Use,  shoviang  at  a 
glance  the  Returns  to  be  made  and  Registers  to  be  kept  by  Com- 
panies Registered  under  the  Companies  Acts  having  Capitals 
divided  into  Shares.  Price  35.  6d.  net,  post  free  ;  mounted  on 
linen  and  varnished. 

WILLDEY. 

Parities  of  American  Stocks  in  London,  New  York  and 
Amsterdam,  at  all  Rates  of  Exchange  of  the  day.     Price  25. 

WILSON. 

Author's  Guide.  A  Guide  to  Authors ;  showing  how  to 
correct  the  press,  according  to  the  mode  adopted  and  understood 
by  Printers.     On  Card.     Price  6d. 

Investment  Table  :  showing  the  Actual  Interest  or  Profit 
per  cent,  per  annum  derived  from  any  purchase  or  investment  at 
rates  of  interest  from  2^  to  10  per  cent.     Price  25.  net. 
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WOODLOCK,  THOMAS  F. 

The  Anatomy  of  a  Railroad  Report.     Price  2s.  6d.  net. 

"  Careful  perusal  of  this  useful  work  will  enable  the  points  in  an  American  railroad  report 
to  be  grasped  without  difficulty." — Statist. 

WRIGHT'S 

Yield   Tables,   showing   the    net  Return  on   Investments  in 
Shares.     Price  25.  net. 


RECENT  PAMPHLETS. 
Expansion  of  Trade  in  China. 

By  T.  H.  Whitehead,  Member  of  the  Legislative  Council,  Hong-Kong. 
Price  l5. 

A  Century  of  Copper. 

Part  I.,  Statistics.  By  Nicol  Brown  and  C.  Corbett  Turnbull. 
(Out  of  print.) 

Part  11.,  Expansion  of  the  Industry;  Cost  of  Extraction;  Uses  of  the 
Metal ;  Distribution  of  Ore,  etc.     Price  5s. 

Corn- Trade  and  Option  Markets  Considered  in  Relation  to 
Social  Economic  Problems. 

By  F.  Hammesfahr.     Price  25.  6d. 

Indian  Currency. 

An  Essay.     By  William  Fowler,  LL.B.     Price  I5. 

The  Indian  Finance  DiflBculty. 

A  Solution.     Price  6d. 

Suggested  Alterations  in  the  Bank  Act  of  1854. 

By  an  Ex-Bank  Manager.      Revised  Edition.      Price  Is. 

Cost  Price  Life  Assurance. 

A  Plain  Guide  to  Offices  yielding  2  and  4  per  Cent.  Compound  Interest 
per  annum  on  Ordinary  and  Endowment  Policies.  Third  Edition. 
By  T.  G.  Rose.     Price  6d. 

The  Currency  of  China. 

{A.  Short  Enquiry).     By  James  K.  Morrison.     Price  Is. 

Useful  Information  for  Gold  Mining  Investors. 

By  R.  H.  Charlton.     Price  Is. 

From  Yeld  and  "  Street ". 

Rhymes  more  or  less  South  African.     By  M.  E.  Greville.      Price  Is, 
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Pamphlets,  etc.,  on  Bimetallism. 
BULL'S  CURRENCY    PROBLEM    AND    ITS    SOLUTION. 

Cloth.    2s.   6d. 

DICK'S  INTERNATIONAL  BULLION  MONEY.      Price  6d. 

DOUGLAS  (J.  M.)  GOLD  AND  SILVER  MONEY:  A  Vital 
British  Home  Question,  with  Tables  of  Average  Prices  of  Commodities 
and  Silver  from  1846  till  1892.     Price  6d. 

GEORGE'S  THE  SILVER  AND  INDIAN  CURRENCY 
QUESTIONS.     Price  I5.  3^. 

GOLD  STANDARD  (THE).  A  Selection  from  the  Papers 
issued  by  the  Gold  Standard  Defence  Association,  1895-1898.  Price 
25,  6d. 

LEAVER'S  MONEY:  its  Origin,  its  Internal  and  International 
Rise  and  Development.      Price  Is. 

MEYSEY-THOMPSON'S  (Sir  Henry  M.,  Bart,  M.P.)  PRIZE 
ESSAY.  Injury  to  British  Trade  and  Manufactures.  By  Geo. 
Jamieson,   Esq.      Price  6d. 

MILLER'S    DISTRIBUTION    OF   WEALTH    BY   MONEY. 

Price   Is. 

MONOMETALLISM  UNMASKED  :  OR  THE  GOLD  MANIA 
OF  THE  NINETEENTH  CENTURY.     By  A  Senior  Optime.     6d. 

NORMAN'S  PRICES  AND  MONETARY  AND  CURRENCY 
EXCHANGES  OF  THE  WORLD.      Price  6d. 

NORMAN'S  SCIENCE  OF  MONEY.     Price  Is. 

NOTES  OF  MONEY  AND  INTERNATIONAL  EXCHANGES. 

By  Sir  J.  B.  Phear.     Price  Is. 

PEARSE'S  RUDIMENTS  OF  THE  CURRENCY  QUESTION : 

explaining  the  principal  terms  used  in  the  Currency  Controversy.     By 
William  Pearse.     Price  6d. 
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SCHMIDT'S  SILVER  QUESTION  IN  ITS  SOCIAL  AS- 
PECT. An  Enquiry  into  the  Existing  Depression  of  Trade  and  the 
present  position  of  the  Bimetallic  Controversy.  By  Hermann  Schmidt. 
Price  35. 

SCHMIDT'S   INDIAN   CURRENCY  DANGER.     A  criticism 

of  the  proposed  alterations   in  the   Indian   Standard.      Price   Is.  6d. 

SEYD'S  SILVER  QUESTION  IN  1893.  A  Simple  Explan- 
ation.    By  Ernest  Seyd,  F.S.S.     Price  25.,  cloth. 

SEYD'S  BIMETALLISM  IN  1886;  AND  THE  FURTHER 
FALL  IN  SILVER.      By  Ernest  J.   F.   Seyd.      Price   Is. 

SMITH'S  BIMETALLIC  QUESTION.  By  Sam.  Smith,  Esq., 
M.P.      Price  25.  6^/. 

SOWERBY'S  THE  INDIAN  RUPEE  QUESTION  AND 
HOW  TO  SOLVE  IT.      Price  6^. 

THE  GOLD  BUG  AND  THE  WORKING  MAN.     Price  6d. 

TWIGG'S  PLAIN  STATEMENT  OF  THE  CURRENCY 
QUESTION,  with  Reasons  why  we  should  restore  the  Old  English  Law 
of  Bimetallism.     Price  6d. 

ZORN'S  THEORY  OF  BIMETALLISM.     Price  3d. 


ACER'S  TELEGRAM  CODES. 

The  A  Y  Z  Telegram  Code.  Consisting  of  nearly  30,000  Sen- 
tences and  Prices,  etc.,  with  a  liberal  supply  of  spare  words,  for  the 
use  of  Bankers,  Brokers,  Manufacturers,  Merchants,  Shippers,  etc. 
Price  165.  net. 

The  Simplex  Standard  Telegram  Code.     Consisting  of  205,500 

Code  Words.  Carefully  compiled  in  accordance  with  latest  Convention 
rules.  Arranged  in  cojmpleted  hundreds.  Printed  on  hand-made  paper  ; 
strongly  bound.     Price  £5  5s. 

The    Duplex    Combination    Standard    Code.      Consisting  of 

150,000  Words.  With  a  Double  Set  of  Figures  for  every  Word,  thus 
affording  opportunity  for  each  Figure  System  of  Telegraphing  to  be  used. 
Every  word  has  been  compiled  to  avoid  both  literal  and  telegraphic 
similarities.     Price  £4  45. 
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The  Extension  Duplex  Code  of  about  56,000  more  Words. 

These  are  published  with  the  view  to  being  either  used  in  connection 
with  the  "  Duplex,"  or  for  special  arrangement  with  the  Figure  System 
for  Private  Codes  by  agreement.     Price  £1  I5. 

The  Complete  Duplex  Code,  of  195,000  Words  in  Alphabetical 

and  Double  Numerical  Order,  i.e.,  the  above  two  Codes  bound  together. 
Price  £5  55. 

Ager's  Standard  Telegram  Code  of  100,000  Words.     Compiled 

from  the  Languages  sanctioned  at  the  Berlin  Telegraph  Convention. 
Price  £3  35. 

Ager's  Standard  Supplementary  Code  for  General  Merchants. 

The  10,250  Words  with  sentences.  In  connection  with  the  "  Standard". 
Price  2I5. 

Ager's  Telegram  Code.  56,000  good  Telegraphic  Words,  45,00a 
of  which  do  not  exceed  eight  letters.  Corripiled  from  the  languages 
sanctioned  by  the  Telegraph  Convention.     Third  Edition.     Price  £2  25. 

Ager's  Alphabetical  Telegram  Code.      The  Code  Words  in 

sequence  to  the  150,000  Words  in  the  Duplex  Standard  Code.    Price  255. 
Two  or  more  copies,  21 5,  each. 
N.B. — Can  also  be  obtained  bound  up  with  the  Duplex  or  Prefix  Code. 

Ager's  Telegraphic  Primer.     With  Appendix.     Consisting  of 

about  19,000  good  English  and  12,000  good  Dutch  Telegraphic  Words. 
12,000  of  these  have  sentences.     Price  12s.  Qd. 

Ager's  General    and    Social   Code,    For  Travellers,    Brokers, 

Bankers  and  Mercantile  Agents.     Price  IO5.  Qd. 


TELEGRAPH    CODES. 
OFFICIAL   VOCABULARY,   BERNE,   1894.      A  few  copies  of 

the  Original  Edition.     Price  on  application. 

Anglo-American  Cable  Code.     Price  21^. 

Bishop's  Travellers'  Telegraph  Code.     Specially  for  the  Use  of 

Tourists.     Compact  and  bound  conveniently  for  the  Pocket.     Weight 
only  2  oz.     Price  I5.  net. 

Broomhall's  Comprehensive  Cipher  Code.     Mining,  Banking, 

Arbitrage,    Mercantile,   etc.       Arranged    for    nearly    170,000    Phrases. 
Price  £3  135.  Qd.     Cloth.     Limp  leather.     Price  £4  4^. 

Figure  Code  for  Stocks  and  Shares. 

To   be   used  with   the   "  Official  Vocabulary,"   or  any  similar  list  of 
numbered  Words.     Price  425. 

Hawke's  Premier  Cypher  Telegraphic  Code. 

100,000  Word  Supplement  to  the  Premier  Code.      Price  IO5.  Qd.  net, 
(See  back  page  of  this  Catalogue.) 
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Lieber's  Standard  Telegraphic  Code. 

Price  425.  net. 

McNeill's  Mining  and  General  Telegraph  Code. 

Arranged  to  meet  the  requirements  of  Mining,  Metallurgical  and  Civil 
Engineers,  Directors  of  Mining  and  Smelting  Companies,  Bankers, 
Brokers,  Solicitors  and  others.     Price  2ls.  net. 

Moreing  and  NeaPs  General  and  Mining  Code. 

For  the  Use  of  Mining  Companies,  Mining  Engineers,  Stockbrokers, 
Financial  Agents,  and  Trust  and  Finance  Companies.     Price  2ls. 

Official  Vocabulary  in  Terminational  Order. 

Price  405.  net. 

One- Word  "Firm  Offer'*  Telegraphic  Code  with  One-Word 
"6  Offers"  Reply  Code. 

Price  75.  6d. 

Scott's  Shipowners*  Telegraphic  Code. 

New  Edition.     1896.     Price  2l5. 

Stockbrokers'  Telegraph  Code.     Price  55.  net. 
Watkins'  Ship-broker*s  Telegraph  Code. 

Price  £4  net.     Two  copies,  £7  net. 

Western  Union  Telegraphic  Code. 

Universal  Edition.     Leather,  655.  net ;  cloth,  6O5.  net. 

Whitelaw*s  Telegraph  Cyphers.     338,200  in  all. 

400,000   Cyphers  in  one   continuous   Alphabetical   order.      Price   £12  IO5. 
202,600  words,  French,  Spanish,  Portuguese,  Italian 
and  Latin.     Price 
53,000  English  words . 
42,600  German     „ 
40,000  Dutch 


338,200 


68,400  Latin,  etc.,  etc.  (Original  Edition),  included 
in  the  above  202,600 

25,000  English  (Original  Edition),  included  in  the 
above  53,000 

22,500  of  the  English  words,  arranged  25  to  the 
page,  with  the  full  width  of  the  quarto  page 
for  filling  in  phrases 6O5. 

14,400  of  the  Latin  words  arranged  so  as  to  re- 
present any  3-letter  group,  or  any  three 
2-figure  groups  up  to  24        .        .         ,  155. 


505. 

each  net. 

505. 

i>       >» 

505. 

,,       ,, 

505. 

"       " 

6O5. 

>>       ji 

405. 

Medium  4tOf  500  pp.      Cloth,  price  lOs.  6d.  net. 
THE 

PREMIER 

CYPHER   TELEGRAPHIC 

CODE 

Containing  close  upon  120,000  Words  (from  A  to  M, 

specially  selected  from  the  Berne  Official 

Vocabulary)  and  Phrases. 

THE  MOST  COMPLETE  AND   MOST  USEFUL  GENERAL  CODE  YET  PUBLISHED. 

COMPILED    BY 

WILLIAM  H.  HAWKE. 

SOME  OPINiONS  OF  THE  PI^BSS. 

"  It  is  calculated  to  save  expense  by  making  one  word  do  the  duty  of  two  to  five 
words  as  compared  with  other  codes,  without  trouble  or  loss  of  time.  This  result 
has  been  obtained  by  introducing  novel  and  simple  methods  of  tabulation.  The 
scope  of  the  code  is  a  very  wide  one,  and  makes  it  suitable  to  the  traveller  as  well  as 
to  the  commercial  man." — Telegraph. 

"  Is  distinguished  among  books  of  its  kind  by  the  unusual  width  of  its  range. 
For  the  rest  it  is  a  careful  work,  which  keeps  constantly  in  view  the  practical  needs  of 
men  of  business." — Scotsman. 

"  The  code  is  certainly  a  marvel  ot  comprehensiveness,  and  at  least  the  translation 
of  messages  would  appear  to  be  easy,  owing  to  the  system  of  initial  words  and  cross 
references  embodied  in  it,  and  the  conspicuous  headings." — Manchester  Guardian, 

"An  extremiely  valuable  cypher  telegraphic  code.  The  saving  of  expense  is,  of 
course,  the  primary  object  of  a  code  ;  but  another  consideration  with  Mr.  Hawke  has 
been  to  arrange  a  code  so  that  what  is  required  to  be  transmitted  can  be  sent  with 
the  least  possible  trouble  and  waste  of  time." — Financial  News. 

"  This  compilation  is  excellent  in  choice  of  messages  and  simplicity  of  arrangement. 
Those  who  have  had  to  deal  with  other  codes  will  appreciate  this  point.  Particularly 
admirable  are  the  joint  tables  for  market  reports,  which  can  give  quotations  and  tone 
in  one  word.  What  with  careful  indexing  to  the  matter  and  ingenious  simplicity  this  code 
is  certainly  one  of  the  best  we  have  yet  seen." — Shipping  Telegraph,  Liverpool. 

"  An  Vollstandigkeit  diirfte  es  von  anderen  Werke  gleicher  Art  kaujn  ubertroffen 
werden. " — Frankfurter  Zeitung, 

"The  systems  of  tabulation  are  simple,  iind  the  general  appearance  of  the 
volume  seems  to  cbnfirm  the  claim  that  this  is  by  far  the  most  complete  code  ever 
issued." — Tribune,  Chicago. 

"  Mr.  Hawke 's  long  experience  as  an  expert  in  telegraphic  code  systems  is  a  full 
guarantee  of  the  excellence  of  the  '  Premier  Code '. " — Liverpool  Courier. 

Now  Ready.     Medium  4to.     Cloth,  price  los.  6d.  net. 

100,000  WORD  SUPPLEMENT  TO  THE  PREMIER  CODE. 

Words  specially  selected  from  the  Berne  Official  Vocabulary,  remainder  of 
alphabet  from  M  to  Z. 

COMPILED  BY   WILLIAM    H.   HAWKE. 

For  special  Tables  for  Offers,  Buying,  Selling,  etc.,  the  Five  Figure 
System,  worked  in  conjunction  with  Keys  of  Words,  numbered  from  00,000 
to  99,999,  and  2440  Reserve  Words  for  Indicating  or  Catch  Words  or  Special 
or  Temporary  Tables,  does  not  clash  with  the  Premier  Code. 

These  two  volumes  contain  between  them  all  the  telegraphically  good 
words  of  the  Berne  Official  Vocabulary,  as  they  have  been  selected  with 
the  greatest  care. 


LONDON  :    EFFINGHAM  WILSON, 
ROYAL    EXCHANGE. 


j,^,^  TO  DbI^M  ™  BOEKOWED 

LOAN  DEPT. 


^irrsTSTo^^ 


RETURNED  TO 


TJEC 1 1  1970 


LOAN  DEPARTMENT 


General  Library 


LD2lA-60m-8,'7O  University  of  California 

(N8837sl0)476— A-32  Berkeley 


YC  24154 


/^a^as^ 


/     X —  t-^ 


